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SELECT FISCAL YEAR 1996 BUDGET 
PROPOSALS AND POSSIBLE GSP EXTENSION 


MONDAY, FEBRUARY 27, 1995 

House of Representatives, 

Committee on Ways and Means, 

Subcommittee on Trade, 

Washington, D.C. 

The subcommittee met, pursuant to call, at 2:05 p.m., in room 
1100, Longworth House Office Building, Hon. Philip M. Crane 
(chairman of the subcommittee) presiding. 

[The advisory announcing the hearing follows:] 
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ADVISORY 

FROM THE COMMITTEE ON WAYS AND MEANS 

SUBCOMMITTEE ON TRADE 

FOR IMMEDIATE RELEASE CONTACT: (202) 225-1721 

February 14, 1995 
No. TR-3 


' CRANE ANNOUNCES HEARING ON 
SELECy FISCAL YEAR 1996 BUDGET PROPOSALS 
AND POSSIBLE GSP EXTENSION 

Congressman Philip M. Crane (R-IL), Chairman of the Subcommittee on Trade 
of the Committee on Ways and Means, today announced that the Subcommittee will 
hold a hearing on the Administration's fiscal year 1996 budget proposals that are under 
the jurisdiction of this Subcommittee, including the U.S. Chistoms Service, the 
International Trade Commission and the Office of the United States Trade 
Representative. In addition, the Subcommittee will also consider a possible extension 
of the Generalized Systran of Preferences (GSP) program. The bearing will take 
place on Monday, February 27, 1995, in the main Committee hearing room, 1100 
Lottgworth House Office Boilding, beginning at 10:00 a.m. 

BACKGROUND 

On February 6, President Clinton submitted his fiscal year 1996 budget to the 
Congress. The FY96 budget includes proposals for the U.S. Customs Service, the 
International Trade Commission and Ok Office of the United States Trade 
Representative, udiich are within the jurisdiction of the Committee on Ways and 
Means. The Subcommittee will hear testimony from Administration witnesses from 
each of the aforementioned agencies. 

The Subcommittee also will receive testimony on the possible extension of 
GSP, a trade program which promotes economic development and creates markets for 
U.S. exports in developing countries through tariff prefereoccs. Title V of the Trade 
Act of 1974 grants the President authority to inovide duty-free treatment on imports of 
any eligible article from beneficiary developing countries, subject to various statutory 
criteria for country and product eligibility. The authority, which was extended in the 
Uruguay Round Agreements Act (P.L. 103-465), expires July 31, 1995. 

DETAILS FOR SUBMISSIONS OF REQUESTS TQ BE HEARD : 

Requests to be heard at the hearing must be made by telephone to Traci Altman 
or Bradley Schreiber at (202) 225-1721 no later than the close of business, Tuesday, 
Febrtiary 21, 1995. The telej^ne request should be followed by a formal written 
request to Phillip D. Moseley, Chief of Staff, Committee on Ways and Means, 

U.S. House of Represesitatives, 1102 Longworth House Office Buildiog, Washington. 
D.C. 20515. The staff of the Subcommittee on Trade will notify by telephone those 
scheduled to appear as soon as possible afrer the f Img deadline. Any questions 
concerning a scheduled appearance should be directed to the Subcommittee staff at 
(202) 225-6649. 

In view of the limited time available to hear witnesses, the Subcommittee may 
not be able to accommodate all requests to be l^anL Those persons and organizations 
not scheduled for an oral appearance are encouraged to submit written statements for 
the record of the hearing. All persons requesting to be heard, whether they are 
scheduled for oral testimony or not, will be notified as soon as possible afrer the filing 
deadline. 

Witnesses scheduled to present oral testimony are required to summarize briefly 
their written statements in no more than five minutes. THE FIVE MINUTE RULE 
WILL BE STRICTLY ENFORCED, The full written statement of each witness will 
be included in the printed record. 
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In order to assure the most productive use of the limited amount of time 
available to question witnesses, all wimesses scheduled to appear before the 
Subcommittee are required to submit 200 copies of their prepared statements for 
review by Members prior to the hearing. Testimony should arrive at the 
Subcommittee on Trade office, room 1104 Longworth House Office Building, no later 
than 1 :00 p.m., Thursday, February 23, 1995. Failure to do so may result in the 
witness being denied the opportunity to testify in person. 

WRITTEN STATEMENTS IN LIEU OF PERSONAL APPEARANCE : 

Any person or organization wishing to submit a written statement for the 
printed record of the hearing should submit at least six (6) copies of their statement by 
the close of business, Monday, March 13, 1995, to Phillip D. Moseley, Chief of Staff, 
Committee on Ways and Means, U.S. House of Representatives, 1102 Longworth 
House Office Building, Washington, D.C. 20515. If those filing written statements 
wish to have their statements distributed to the press and interested public at the 
hearing, they may deliver 200 additional copies for this purpose to the Subcommittee 
on Trade office, room 1 104 Longworth House Office Building, at least one hour 
before the hearing begins. 

FORMATTING REQUIREMENTS : 


Back pNMBUtf for ^Ubs u ifea CvubIbm kf a wtaav, aaj wriuaa statamaat or oiUHt rataalttad tor tba 

prtatad neord or aay wriaaB coounata In raapoaao to a nqneot tor writuo eoamanii anut eontonn to Ike inldBllnw Uitad 
below. Aay rtateoieal « exklUt lot la eoBpUaaee vltk tkeee fnldeUaet wtU aet be pdated. bat aUl be aulatalaed la Ike 


I. An etaieaHoti aad aay aeeeoipaBylag eiklUli ter pitattaf aiDit be mxd la iliicle epaee on legaljba paper aad 

Btay aot laoeid a tatal of 16 pafaa. 

L CoplM ti whole doeuoenie eabadtied ai aitilbit Bataitai win aet be iMopiod te priadiv. butead. aihlUi 
natwlal akoald be raferwieed and ipioted or parapbraaed. All eiblblt niatertal net meellBf tkoeo epedacatteBO «1U be nuiatalned 
la flia iiiM tv review aad nee by Ike Coaualttae. 

L Kaweaii nmet ceatala Ike naaie aid cepadty la wklch tte wUneee wOl appear m, (« written eeauaenii, Ike 

oaiM aad eapadiy or ike pereoa eakoiiaiaf tbo mt mw rt , ao wall aa aay eU«la v pervoea. or aay ornnhaaen for wbon the 
witaaN appaaie or ter wkow dM e t a i ea i ea i Is eakattM. 


Ike wlaeea m ike daeloitad raprmauiivo way bo i 
racoBnaeadailoas la Ike fan etatanoaL Thla BapfAeweatal i 


aad a topleal oaOlao or enmauty at Ike « 
left win aot bo iDcladed la Ike priaiad record. 


Tke above noiitetfeae aid Undtadene apply only to aaiorial boiaf aakwtttod for priadar WiinnoDio aad oAlMia or 
eapploBiataiy Batailal ealHtllad eeloly ter diaUntleB to Ike H emben. Ike prev aad tte pabUe doriac tke cenno itf a pnbUc 
beailnf way bo Mbwiitod la otter Ibnu. 
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Chairman Crane. Our distinguished minority leader is en route. 
He is caught in the air, and he will be here just a few minutes late. 
But we will commence. 

We are at one of the most critical economic junctures in our Na- 
tion's history, and we in the Congress and the administration have 
spent a great deal of time talking about reducing the deficit and 
controlling spending. There have been modest attempts. Aside from 
all the talk, however, our annual deficits continue to hover in the 
$200 billion range as Federal spending continues to increase. We 
all agree that government must be smaller, more efficient and less 
intrusive. Where we disagree, however, is on how we get there. 

Today, we are going to hear from administration officials with 
ITC, Customs and USTR on their 1996 budgets. And I am inter- 
ested in hearing their statements, for the time is now for us to 
work together to make sure we are using the taxpayers’ money 
most effectively. The public demands it. I believe this subcommittee 
is committed to searching for every reasonable savings possible, 
and certainly I know I am. 

Today, we will also receive testimony on proposals for extending 
the Generalized System of Preferences Program which expires on 
July 31 of this year. For over 25 years, the President has been au- 
thorized to grant tariff preferences to developing countries under 
GSP. Congress extended the program on a short-term basis in the 
1993 budget reconciliation bill and again in the Uruguay Round 
Act. 

I am concerned that those stopgap extensions are disruptive to 
companies that are using the program. USTR uses the GSP statute 
as a trade policy tool, and many U.S. businesses depend on GSP 
treatment to help reduce costs. The problem has been one of find- 
ing adequate revenue to offset the tariffs, which are forgone. We 
welcome the administration’s suggestions in this regard. 

I thank the witnesses for appearing today and look forward to 
their testimony on these important issues. Any statement will be 
included in the record, but if you could summarize your presen- 
tations in 5 minutes we would appreciate it. 

We will open up then with our — excuse me. We do have the other 
side to be heard from with an opening statement. I yield. 

Mr. Payne. Thank you very much, Mr. Chairman. 

I am pleased that the subcommittee is taking this opportunity to 
oversee the operations of the major trade agencies in our jurisdic- 
tion and to review their budget requests. It is important that the 
Committee on Ways and Means authorize appropriation levels that 
will enable these agencies to fulfill their important responsibilities 
for conducting and administering U.S. trade policies while operat- 
ing within budgetaiy constraints. 

I particularly welcome this hearing on possible extension of the 
GSP Program. For the past 20 years this program has promoted 
economic development through trade rather than aid which has 
provided a useful trade policy to promote worker rights, intellectual 
property protection and market access in developing countries. I 
would nope that funding will be available to enable extension of 
this program for a longer term than has been possible in the past 
2 years and that the subcommittee will consider possible reforms 
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such as those proposed by the administration last year so that this 
proCTam can operate most effectively. 

I look forward to working with you, Mr. Chairman, for early leg- 
islative action. 

Chairman Crane. Thank you. 

Hon. Peter Watson, Chairman of the U.S. International Trade 
Commission. 

STATEMENT OF HON. PETER S. WATSON, CHAIRMAN, U.S. 

INTERNATIONAL TRADE COMMISSION 

Mr. Watson. Thank you, Mr. Chairman and members of the sub- 
committee. Mr. Chairman, we would like to congratulate you on 
your appointment, and that of the members to the subcommittee. 

I would briefly like to identify some of my colleagues here: Vice 
Chairman Nuzum, Commissioners Crawford and Bragg, and mem- 
bers of our senior staff. 

Mr. Chairman and members of the subcommittee, I am pleased 
to have this opportunity to meet with you today to discuss the ac- 
tivities of the U.S. International Trade Commission for the fiscal 
year 1996. As you suggest, Mr. Chairman, my full statement has 
been submitted; and we will have a brief summary for you. 

Mr. Chairman, the Commission sincerely appreciates the com- 
mittee’s previous support for the ITC’s programs and its continued 
strong interest in our work. As the subcommittee is well aware of 
the functions of the ITC, I will not dwell on these except to speak 
to recent upcoming developments in our activities. Following this, 
I will briefly address the related budget issues. 

Mr. Chairman, obviously the most major activity of the sub- 
committee over the last year was the passage of the Uruguay 
round, and we congratulate you and the subcommittee on your 
work in this regard. We at the Commission are pleased to play our 
part in the administration of the new codes, and we anticipate that 
the Uru^ay round Agreements Act will involve the assumption of 
substantial new responsibilities by the ITC which will indeed in- 
crease over several years as various additional responsibilities de- 
volve to our agency. 

For example, on January 1 of this year the Commission became 
responsible for conducting a new class of injury review investiga- 
tions, known as black h^e cases, of certain industries benefiting 
from countervailing duty orders, with the first case likely to be con- 
ducted during the second half of this fiscal year. 

Other expected new responsibilities include assisting Commerce 
and USTR in the pursuit of remedies and the World Trade Organi- 
zation in regard to certain subsidies, increased litigation as a result 
of the new legislative language and providing USTR with advisory 
opinions in connection with the WTO dispute settlement process. 
We expect as a result of these new responsibilities, Mr. Chairman, 
to be having about a 10- to 15-percent increase in our workload 
this year. 

During a transition period beginning in 1998 the Commission 
will be faced with conducting an injury review of all outstanding 
antidumping and CVD duty orders as to which the domestic indus- 
try expresses interest, the so-called sunset cases. Beginning in the 
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year 2000, the Commission will be required to conduct a review of 
all 5-year-old orders. 

To perform these new responsibilities the Commission will likely 
have to increase its FTE base and nonpersonnel expenditures by 
mid-1998, with the overall increase in our sunset reviews almost 
doubling the historic title VII workload in fiscal years 1999 and 
2000 . 

Let me now turn to budget issues. Perhaps I can say, most em- 
phatically, I do not enjoy coming before this subcommittee suggest- 
ing that I want its support in asking for an increase in funds over 
last year’s no matter how minimal. We want to assume our share 
of reduction to government and bureaucratic expense, and we will 
operate at whatever level Confess funds us. However, the record 
of our 1996 request should be clear to the subcommittee. 

As the members will see, the budget request of the Commission 
for fiscal year 1996 is for $47,177 million. This would, at least at 
first blush, appear to be a not insignificant increase over the des- 
ignated appropriation of $42.5 million received by the ITC for fiscal 
year 1995. However, for completeness, let me clarify that the real 
appropriation last year was actually $44.5 million as the conference 
committee factored into its final allocation of approximately a $2 
million carryover that the ITC had at that time. We currently 
project actual expenditures of approximately $44.5 million for fiscal 
year 1995 and do not expect anv carryover for fiscal year 1996. 

Mr. Chairman, at the risk of the appearance of special pleading, 
I would like to emphasize that our fiscal year 1996 budget request 
is extremely moderate when one considers that the fiscal year 1996 
request, if met, would essentially allow the Commission to function 
as it is currently structured at fiscal year 1995 levels, despite the 
fact that we anticipate a 10- to 15-percent increase in our work- 
load. 

Although the fiscal year 1996 budget request is approximately 
$2.5 milfion above projected Commission expenditures for fiscal 
year 1995, that is a 5.7-percent increase. Approximately 85 percent 
of that amount is accounted for by mandatory salary increases and 
rent over which we have no control. In essence we are asking for 
only what the Commission minimally needs to continue to do its 
job as currently structured. In short, the Commission’s fiscal year 
1996 budget contains no fat. 

Despite no decline in its workload the Commission has accom- 
plished a significant amount of downsizing during the last 4 years. 
Notably, we have been successful in reducing our FTE levels from 
487 at the end of fiscal year 1992 to the projected level of 455 at 
the end of fiscal year 1995. This represents approximately a 6- 
percent decline. 

In that regard, the Commission has already achieved OMB’s rec- 
ommended staffing levels for fiscal year 1996. This downsizing of 
our FTE levels is particularly relevant because, historically, ap- 
proximately 70 percent of the Commission’s budget has expanded 
for personnel compensation and benefits. 

should the Commission not receive its full fiscal year 1996 re- 
quest for appropriation from Congress, we will have to make appro- 
priate adjustments. That may include a possible reduction in force, 
significant changes to the manner in which the Commission cur- 
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rently conducts all of its studies and investigations, and elimi- 
nation of agen^ details. Such adjustments, if necessary, will likely 
impact on tne Commission’s work product. 

The majority of the Commission’s activities are controlled by leg- 
islation, and there are real limits as to the structural changes the 
Commission can make without corresponding changes to our con- 
trolling statutes. New fiscal realities present an opportunity, how- 
ever, to reexamine what our organization does and how it does it. 
We want to work with you, Mr. Chairman, and the members to se- 
riously examine if there are ways to reduce our expenditures. 

Mr. Chairman, I share the belief in the need to rethink and re- 
structure government and fundamentally change the wav that it 
operates. I know that the leadership and yourself are also advo- 
cates of downsizing the bureaucracy to create a more efficient and 
responsive government for the people. 

I applaud the efforts that are being made by the leadership and 
the other proponents of various reform initiatives. In furtherance 
of those efforts, we will continue to actively participate to accom- 
plish these initiatives and will keep the subcommittee fully ap- 
prised of our activities. 

Mr. Chairman and members of the subcommittee, I thank you for 
the opportunity to appear here today. I would be happy to answer 
any questions that the subcommittee might have at this time. 

[The prepared statement follows:] 
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UNrmD STATES INTERNATIONAL TRADE CmCMlSSlON 

STATEMENT OF PETER S. WATSO N, CHAIRMAN 
BEFORE THE SUBCOMMITIEE ON TRADE 
OF THE COMMITTEE ON WAYS AND MEANS 
Febroaiy 27, 1995 

Mr. Chairman and membm of the Subcommittee, 1 am pleased to have this 
opportunity to meet with you today to discuss the budget request of the United 
States International Trade Commission for fiscal year 1996. The Commission 
appreciates the Committee’s previous support for the Commission’s programs, and 
its continued strong interest in its work. 

Overview of the Con im i ss ion’s JOieJn V S - Intwnath m al Affairs 

The U.S. International Trade Commission is an independent, nonpartisan, 
quasi-judidal agency created by an Act of Congress. Its ^ Commissioners are 
appointed by the President and confirmed by the Senate for terms of nine years. 
As provided by statute, the ITC has unique independent budget authority. 19 
U.S.C. section 2232 provides that the Conimission’s propo^ allocations be 
"transmitted to the Pi^dent . . . and included by him in the Budget without 
revision . . .". Each year, the Chairman appears before the Congress on behalf of 
the Commission to justify its budget request for the preceding year. 

The Commission plays an important role in assisting U.S. trade policy. In 
its adjudicative role, the FTC determines whether certain imports iqjure or thraten 
to iqjure U.S. industry (Title vn > antidumjnng and countervailing duty 
investigations); and wh^er unfair methods of competition or unfair acts are 
occurring in the importation of articles into the United States (section 337 > unfair 
practices in import trade such is patent infringement). The Commission also makes 
recommendations to the President regarding whether domestic industries are being 
seriously injured by increasing imports (section 201 - escape clause investigations); 
whether agricultural imports are interfering with USDA farm programs (section 22 
investigations)^ and whether imports from Communist countries are causing market 
disruption in the United States (section 406 investigations). 

At the request of the President or the Congress, the Commission undertakes 
comprehensive studies on key issues relating to intematioiial trade and economic 
policy matters. Detailed reports on its factfinding investigations (section 332 
investigations) are provided to the President and Congress and become part of the 
information upon which U.S. trade policy is based. The Commission, upon 
request, also monitors import levels and provides other information and technical 


' The Uruguay Round Agreements Act amended section 22 to prohibit the 
application of quantitative import limitations or fees on products firom World Tnde 
Organization member countries. 
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advice to the President and Congress on tariff and trade matters and proposed 
legislation. 

Other responsibilities of the ITC include providnig the Congress and the 
President with independent, expert technical advice to assist in the development and 
implementation of U.S. trade policy; responding to requests for information from 
the Congress and the President on various matters affecting international trade; and 
maintaining the Harmonized Tariff Schedule of the UniM States. To carry out 
these responsibilities, the Commission has to maintain a high degree of expertise 
and readiness in its work force. 


Thi> ^mnmfad on*s Proicctcd Future Workload 


The Commission projects a future workload increase of 10-15% in FY 96. 
The Commission anticipates that the Uruguay Round Agreements Act will impose 
substantial new burdens on the Commission which will increase over several years 
as various additional responsibilities devolve on the agency. For example, on 
January 1, 1995, the Commission became responsible for conducting a new cla^ of 
iiyury review investigations (“black hole" cases) of certain industries benefitting 
from countervailing duty orders, although the first cases are not likely to be 
conducted before the last quarter of FY 1995. If consolidated, there are 
approximately 27 of those cases that may be brought by petitioners beginning in FY 
95. 


The Uruguay Round implementing legislation made a number of changes in 
laws which the Commission administers. As these changes in the trade relief laws 
take effect, the Conunission anticipates an increase in court litigation and WTO 
dispute settlement as parties and countries seek clarification of new statutory terms 
and international oblations, respectively. 

The Commission also expects to receive requests to evaluate expansion of and 
various aspects of trade under the North American Free Trade Agreement 
(NAFTA), or to provide advice as to the probable economic effect of immediate or 
accelerated elimination of duties on imports from Mexico under NAFTA. 

The Commission's workload is not expected to increase again substantially 
until mid-1998 when the Commission will have to hepn handling sunset review cases 
called for by the new GATT implementing legislation. During a transition period 
beginning in 1998, the Commission will be faced with conducting an iqjury review 
of all outstanding antidumping and countervailing duty orders as to which the 
domestic industry expresses interest. There are approximately 460 outstanding 
orders eligible for review in the transition period.^ Beginning in the year 2000, the 


2 The amount of work involved in each of these reviews will roughly 
correspond to that in a final iqjury investigation. In FY SM, the Commission 
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CommissioD will be required to conduct a review of all five year old orders. To 
perfo rm these new responsSbflhies, the Commission will llkdy have to increase its 
FTC base and non-pei^nnel expenditures sub^antially by nUd-1998. 

The budget request of the United . States International Trade Commission 
(Commission) for fls(^ year (FY) 1996 is for $47,1 77,00 0. The Couunission is 
requesting a funding level of 4^ fhO-time equivalents (Fl^) for FY 1996. The FY 
96 staffing plan (449.5 fbll time permanent positions) does ^ow an increase of two 
fiill time pennanent positions as compared to the Commission’s FY 95 staffing levels 
(447.5 fidl time pennanent positiotts) which are needed to handle the projected 
increased workload as a res^ of the passage of the Uruguay Round legislation. 
The tdtsA number of positions allocated by the Commission in FY 96 is, however, 
6.5 positions below the number of positions allocated by the Commission in FY 94. 

The proposed budget for FY 1996 reflects the beginning of a very modest 
buildup in resources in order to allow the Commission to assume the substantial 
new obligations imposed by the Uruguay Round legislation. I believe that the 
Commission’s FY 96 request is moderate for a numto of reasons. 

First, our requested appropriation is tailored to allow the Commission, as 
it is currently structured, to continue to operate at FY 95 levels. Although the 
Commission’s FY 96 bud^ request of $47,177,(K)0 is approximately $2,500,000 or 
5.7% above net projected expenditures in FY 95, approximately 85% of that amount 
is accounted for by mandatory increases to its salai 7 levels and an increase in the 
Commission’s rent.^ 

Second, in contrast to previous years, the Commission will not have the 
benefit of a carryover. In FY the Commission spent less than its 
appropriation and had a sizable carryover of fhnds for use in FY 95. The 
Commission’s FY 95 appropriation, however, was far less than expected.* In order 
for the Commission to continue to operate at FY 94 levels in FY 95 and meet 
mandatory increases to base pay, all FY 94 carryover funds are expected to be 
expended in FY 



^ In FY 95 and FY 96 the Commission expects to e^iend approximately 70% 
of its available resources on personnel compen^on and benefits. 

* The Commission’s revised FY 95 budget request was $44,657,000. The House 
Appropriations Committee recommended that the ITC’s FY 95 fimding level be set 
at $44,200,000 and the Senate Appropriations Committee reemnmended 
$43,500,000. Ultimately, the appropriatiott received by the Commission was 
$42,500,000, which amount was recommended by the conference committee. 
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Third, although there have been some fluctuations in the Commission’s 
workload (i.e., flat-roUed steel cases) in recent years, the Conunission’s workload 
has remained relatively flat from 1991 on. Nonetheless, the Commission has 
already accomplished a significant amount of streamlining a nd d ownsizing. For 
example, in FY 93 the Commission expe nded funds for 470 FTEs, however, our 
FV 96 request anticipates only 458 FTEs. In that regard, the Commission has 
achieved or surpassed OMB’s recommended staffing levels for FV 96. I remain 
committed to continue the Commission’s streamlining process as well as to examine 
aU options for downsizing the agency. 

Fourth, as discussed above, the Commission expects to see an immediate 10% 
to 15% increase in its workload in FY 96 as a result of the Uruguay Round 
Agreements Act. The Commission has not, however, asked for a corresponding 
increase in resources. The Commission’s requested FY 96 appropriation is merely 
sufficient to keep the Commission operating at FY 95 levels. 


The Impact of a Reduction in our Requested Appropriation 

Let me say most emphatically that I do not enjoy coming before this 
Committee suggesting that I want its support in asking for an increase in funds over 
last year. We do want to assume our share of the reduction to government and 
bureaucratic expense and we will operate at whatever level the Congress funds us. 

Should the Commission not receive its full FY % requested appropriation 
from Congress, we will make appropriate adjustments. That may include a possible 
reduction in work force, significant changes to the manner in which the Commission 
currently conducts all of its studies and investigations, and an elimination of all 
agency details.’ Such adjustments, if necessary, will likely impact on the 
Commission’s work product. The majority of the Commission’s principal activities 
are, however, controlled by legislation and there are limits to the structural changes 
the Conunission can make without corresponding changes to our controU^g 
statutes. 

The Conference Report accompanying the Act which reports the 
Commission’s FY 95 appropriation indicates that "(t)he conferees agree that any 
program reductions should be taken from the amounts requested for section 332 
stages".* In response, the Commission has already begun to take steps to identify 
ways of further streamlining the section 332 process, including an audit of the 332 
process by the Commission Inspector General. In addition, the Commission is 


’ Currently, the Commission provides 6 FTEs to USTR each year pursuant to 
a Memorandum of Understanding. 

’ Currently, it is estimated that the Commission conunits approximately 15% 
to 20% of its resources to conducting 332 studies each year. 
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reviewing its recurring reports and other services to determine if reductions can be 
made in these areas. We believe that there are real savings to be nude in this 
regard. Beyond this, however, change to the section 332 process caused by a 
reduction in the Conunission’s appropriation this FY will affect the Commission’s 
ability to respond to the requests of the Congress and the President in this area and 
dilute the extremely valuable analytical resource of the agency. 

Mr. Chairman and members of the Subcommittee, new fiscal realhie preent 
an opportunity to reexamine what our organization doe and how it doe h. We 
want to work with you to seriously examine if there are ways to reduce our 
expenditure. 
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Chairman CRANE. Thank you, Mr. Watson. 

One result of the Uruguay round was the requirement that the 
ITC conduct sunset reviews of existing dumping orders. How are 
you preparing to address these additional demands on your re- 
sources? 

Mr. Watson. That is a very important objective which we are ad- 
dressing, Mr. Chairman. We are starting to, in fact, identify what 
our personnel needs are going to be. 

We will have approximately 400 cases to review for the interim 
series which we call the transition sunset cases, and so we are ag- 
gressively and actively identifying where they are going to come 
from and how we are to address those needs. I am obliged to say 
that the increase in those cases will, in fact, involve almost a dou- 
bling in the traditional title VII workload in the fiscal years 1999 
to 2001. 

Chairman Crane. I notice your budget includes an increase for 
section 332 studies, the ones requested by the Congress and the 
President. What is the reason for the projected increase and how 
much of your resources are used to do these studies? And are there 
any recurring reports that could be terminated? 

Mr. Watson. Thank you, Mr. Chairman. 

Particularly as to the last question, I believe, in fact, over the 
years what we have seen is a significant number of recurring re- 
ports that have been added on without any particular sense of their 
natural longevity and what their relevance might be in the future. 
I would like to work very closely with members of this subcommit- 
tee and — as well as our colleagues on the Senate side to eliminate 
recurring reports that have perhaps served their natural life, and 
we would like to try and eliminate those. 

We will be anticipating some increase in section 332 studies 
shortly with respect to, I think, implementation issues for the 
World Trade Organization and the like, that we could possibly ex- 
pect from USTR and others, but we hope to keep those to a mini- 
mum. Particularly we want to stay focused on what one might call 
value-added 332s, whereby we can really identify analytical sup- 
port to, say, the House Ways and Means Committee, the Senate Fi- 
nance Committee, and USTR rather than rote pro forma studies 
that are generated perhaps historically. 

Chairman Crane. Thank you. 

Mr, Payne. 

Mr. Payne. Thank you very much. Thank you, Mr. Watson. 

To follow up on the last question concerning the section 332 stud- 
ies, I understand that now 10 percent of the ITC personnel are in- 
volved in these 332 studies. You mentioned that you are looking at 
a way of narrowing that to value added. Do you think that is the 
best way that we can confine these or do you have anv other ideas 
or suggestions about how we might reduce the numbers of these 
322 studies? 

Mr. Watson. Mr. Payne, I think we have to be careful not to at- 
tempt to too closely restrict the prerogative of this committee and 
Senate Finance and USTR. We are very much in a responsive 
mode, if you will, and I would not want to try and suggest that we 
limit your jurisdiction in that regard. 
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Having said that, I think one can say that over the years there 
have been a number of 332 requests which perhaps may have bene- 
fited from additional examination by our clients, if you will, the re- 
questers of these, to see whether or not they serve any fundamen- 
tal and real purpose in terms of the U.S, economy and benefit to 
it. I don't know if one can say that some requests are essentially 
special interest pleadings or not, but it is clear that many of these 
requests could use a better examination going in. 

Having said that, the value of the 332 staff that we have is to 
provide some outstanding analytical advice and counsel both to 
Congress and to the White House, and it is very important to re- 
tain the ability to provide that. The same people involved in 332s 
are not limited to that because many are highly qualified econo- 
mists that add real value to our title VII investigations as well. So 
I don't mean to suggest that those individuals are exclusively in- 
volved in 332s. They are involved in a broad range of our work, Mr. 
Payne. 

Mr. Payne. Thank you. I also wanted to commend you on the an- 
swer concerning the recurring reports. I think if we can find a way 
to work within our budgetary constraints in that area it will cer- 
tainly benefit us all. 

Mr. Watson. Thank you. 

Mr. Payne. Thank you, Mr, Chairman. 

Chairman Crane. Mr. Houghton. 

Mr. Houghton. Thank you, Mr. Chairman. 

Mr. Watson, good to see you. I know you do great work, and I 
know you have a great reputation. However, I would like to ask 
you a question. 

Suppose I said to you that there was an agency, whose name I 
will not mention, whose caseload had been going down for the last 
3 years and wanted a 6 percent increase in its budget while, at the 
same time, two other agencies closely associated, the budget was 
either flat or going down. What would you say to that? 

Mr. Watson, I would say that, if that agency was indeed the 
ITC, I would have some particular comments. Mr. Houghton, I 
think we all understand we have to look to reductions in expenses 
where we can. Let me just say that, in fact, if one was referring 
to the ITC, we have seen somewhat of a decline this last year; but 
fiscal year 1995 we do expect to see a 10- to 15-percent increase 
in our workload — due to the additional WTO responsibilities and 
the so-called black hole cases. 

The figures also for the caseload tend to get skewed by virtue of 
the fact that, for example, in fiscal year 1993 we had 72 cases, de- 
pending on how you calculate them, that were related to one piece 
of litigation, that is the steel cases. 

So the fact of the matter is that, in real terms, although it is 
somewhat cyclical because of the economy in general, our workload 
has, in real terms, seen little major change. But, again, I would 
point out that in this fiscal year 1995 and going into 1998 and 
2000, we will see a significant increase in our caseload as a result 
of the World Trade Organization. Indeed during 1998 to 2000 we 
will handle up to 400 cases — more than double historic title VII 
caseload — ^by virtue of the sunset review cases. 
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So we are in an interim period before we really see a major ramp 
up in our expenses, but in fiscal year 1995 we expect to see a 10- 
to 15-percent workload increase. 

Mr. Houghton. That is interesting, but all I have to do is go on 
history. Those are the facts. The other is conjecture. I see the total 
caseload going down from 1992 to 1993, 1993 to 1994; and also I 
see a group that has 450, 460 people in it, as contrasted to USTR 
which has maybe 160 or 170. It makes me uneasy, particularly 
when we are tiying to scrunch down all the costs we can. 

Mr. Watson. We share that objective. Congressman. 

I would like to submit for the record a total summary of our in- 
vestigative caseloads. And I think there was a high in 1993; but, 
in fact, in 1994 we will see an increase and again this year, in 
1995. 

Mr. Houghton. Thank you, Mr. Chairman. 

Chairman Crane. Thank you. 

Mr. Hancock. 

Mr. Hancock. Thank you, Mr. Chairman. I have no questions, 
Mr. Chairman. 

Chairman Crane. Mr. Camp. Mr. Ramstad. 

Mr. Ramstad. I don’t have any questions at this time, Mr. Chair- 
man. 

Chairman Crane. Mr. Zimmer. 

Mr. Zimmer. Thank you, Mr. Chairman. 

Mr. Watson, the ITC provides assistance to small businesses 
through its Trade Remedy Assistance Office. In fiscal year 1994 
that office responded to 309 inquiries from the public concerning 
trade remedies. Could you identify the number of these inquiries 
which resulted in actual investigations? 

Mr. Watson. I can’t immediately, Congressman, but I would be 
pleased to get back to you for the record. 

Mr. Zimmer. Can you tell us what the annual budget of that of- 
fice is? 

Mr. Watson. I think I can. It is the salary associated — ^the budg- 
et associated is about 1.5 FTEs and whatever expenses they need 
overall within the organization. Congressman. 

Mr. Zimmer. And you are telling me also that there are only 1.5 
FTEs assigned to that office? 

Mr. Watson. As currently structured, that is correct. The indi- 
viduals who serve that office are, however, able to take advantage 
of the work products and activities of the overall organization so 
that is somewhat of an artificial amount. 

Mr. Zimmer. Thank you very much. 

Thank you, Mr. Chairman. 

Chairman Crane. Ms. Dunn. 

Ms. Dunn. Thank you, Mr. Chairman. 

Mr. Watson, you are requesting a 5.7-percent increase in your 
budget for 1996 and you say that 85 percent of that amount is ac- 
counted for by mandatory increases to the salary levels and an in- 
crease in the Commission's rent. What is the reason for the manda- 
tory increases in the salary levels? 

Mr, Watson. It is purely legislative. The COLA is mandated by 
generally applicable law and the increase in rent having been nego- 
tiated by SSA as set out in our underlying lease. 
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Ms. Dunn. Thank you. You detail six FTEs to the USTR. 

Mr. Watson. That is correct. 

Ms. Dunn. What is the reason you have those folks on your pay- 
roll and those are not listed on the payroll of the USTR? 

Mr. Watson. There has been a tradition of support to USTR in 
specialized areas when they recognize them. There are, over peri- 
ods of time, specialized needs and support that we provide to 
USTR. We do it in the macrosense pursuant to the formal 332 
study process. We do it in the informal sense providing them staff 
analytical support. And, consistent with that, we assist in technical 
advice and support to them sometimes on a dedicated basis with 
details when they need us. 

Sometimes on an informal basis, for example, when we have gen- 
eral counsel staff traveling with USTR on negotiations. It is within 
the rubric of providing technical support to the executive branch. 

Ms. Dunn. Working along the philosophical line that it would be 
neater and cleaner for a budget to list the number of FTEs that 
work for an agency, how do you think USTR would fare if those 
six FTEs were requested in the salary line item for the USTR? 

Mr. Watson. I am sure they would appreciate that. 

Ms. Dunn. Do they not have the experience and expertise under 
USTR to provide that service? 

Mr. Watson. I am sure that they could if they maintained a con- 
sistently higher level of career professionals, but the history of 
USTR suggests that they maintain a case group of specialists and 
they add on additional people as and when their workload needs. 

Let me say that I agree that we are going to have difficulty sus- 
taining and being able to justify details to that agency under a 
stripped-down budget. We are going to have to examine that as 
well as our other staff expenditures should that need arise. 

I don’t think there is any suggestion that by use of those 
detailees, however, there is in any way an intention or desire to 
mislead authorization or appropriations committees. It has been a 
practice that has been long standing, and we have always been up 
front about the resources that we had to detail. 

I think USTR, in fact, has its own budget request consistent with 
the type of assistance they are getting from around the rest of the 
government. I suppose that if they needed those additional people 
on a dedicated full-time basis, they would have to request it. 

Ms. Dunn. Mr. Chairman, may I have one more question? 

Chairman Crane. Certainly. 

Ms. Dunn. The ITC budget request for 1996 reflects an effort at 
downsizing and streamlining your commission. Could you elaborate 
on your efforts, please? 

Mr. Watson. Certainly. The reality is that our downsizing efforts 
have been long standing, but it has been accentuated I would say 
in the last year. It has been long standing in the sense that, as I 
pointed out, since fiscal year 1992 we have effected a reduction of 
FTEs of about 6 percent. Totally we have, for at least 2 or 3 years, 
been rationalizing and reorganizing our agency along functional 
lines. 

In response to — or should I say in conjunction with, the Vice 
President’s initiative on Reinventing Government and the National 
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Performance Review, we at the Commission have undertaken an 
analysis of the way we do business. 

Let me just say that I share the analysis of Peter Drucker in the 
latest Atlantic Monthly where he asks three questions for govern- 
ment agencies — and I think we need to continue to examine these 
ourselves. They are as follows: What is your mission? Is it still 
worth doing? And, third, if we were not already doing this would 
we now go into it? 

I think that these are very profound questions, and those are the 
questions we will be asking ourselves as we go through this current 
National Performance Review and other related activities. We are 
verv conscious of the need to ensure that our agency acts consistent 
witn that type of analysis. 

Ms. Dunn. Thank you. 

Chairman Crane. Thank you, Mr. Watson. We look forward to 
a continuing working relationship with you and appreciate your 
input. Thank you for testifying today. 

Mr. Watson. Thank you. We also look forward to a close working 
cooperation. 

Chairman Crane. Very good. 

[The following was subsequently received:] 
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CHAIRMAN 


UNITED STATES INTERNATIONAL TRADE COMMISSION 

WASHINGTON. D C 20436 

April 3 , 1995 


.{liS'ONfil 



Honorable Philip M. Crane 
Chairman, Subcommittee on Trade 
Committee on Ways Means 
1104 LHOB 

Washington, D.C. 20515 
Dear Mr. Chairman: 

Thank you for the opportunity to appear before the 
Subcommittee hearing on February 27, 1995. Enclosed, please find 
my responses to your letter of March 6, 1995. Please contact me 
if you or any other Member of the Committee should have any 
additional questions . 



Peter S. Watson 
Chairman . 


Enclosure 
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n.S IMTBPNATIOHAL TRADE CCHMISSiaN 

Questions for the Record 
Hearing on FY 96 Budget 
February 21 , 1995 

Question No. 1; 

Dovjb vour FY 96 budget proposal include any adjustment in current 
resource allocations to meet the expected workload increase 
resulting from the implement at ion of NAFTA and the _Urucmav Jlound. 
as well ar the overall increase in trade activity,? 

Response : 

The Commission anticipates that the Uruguay Round Agreements Act 
will impose significant new burdens on the Commission beginning 
in the last quarter of FY 95. As a result, the Commission 
estimates that there will be an overall 10-15% increase in its 
workload in FY 96 as compared with FY 95. This increase, as 
explained more fully below in the response to Question No. 3, 
results in part from the new class of CVD investigations that the 
Commission became responsible for on January 1, 1995. Other 
expected new responsibilities include assisting Commerce and USTR 
in the pursuit of remedies in the WTO in regard to certain 
subsidies, increased litigation as a result of the new 
legislative language, and providing USTR with advisory opinions 
in connection with the WTO dispute settlement process. For a 
three year period beginning in FY 1998, the Commission’s title 
VII caseload will almost double as it becomes responsible for 
transition sunset investigations. Thereafter, the Commission 
will be responsible for conducting normal sunset investigations. 

Despite this projected increase in the Commission's workload, the 
Commission has not requested a corresponding increase in 
resources. The Commission's requested FY 96 appropriation is 
merely sufficient to keep the Commission operating at FY 95 
levels. In order to help it meet the workload increase, the 
Commission did make certain minor adjustments to its resource 
allocations which can be found on page 40 of the Commission's 
Budget Justification. Notably, it has increased its allocations 
for travel and printing. The Commission’s FY 96 staffing plan 
also includes a total of two additional permanent positions over 
FY 95. (In FY 96 one position was added in the Office of the 
General Counsel, Investigations and in Economics; one position 
was eliminated in the Office of Personnel) . The Commission 
anticipates the necessity for a buildup of personnel resources in 
FY 98 in order to meet demands caused by the sunset 
investigations . 


Question Ng, 2: 
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How many antidumping and countervailing duty cases have vou 
investigated in the last year? How does this number compare to 

ye^ys? Dq_vo\i expect that this level is likely to 

increase, decrease, or s taY_the same in future veacs? _If you 
expect a change, please explain vour reasoning. 


Response : 

The Commission normally combines all title VII investigations 
involving the same product from multiple countries that are filed 
concurrently as one "packaged” case. We believe that counting 
Title VII cases on a "packaged" basis is a more accurate 
reflection of workload than counting each product/country 
combination separately since it combines investigations involving 
the same product from multiple countries. On this basis, the 
Commission instituted a total of 50 antidumping and 
countervailing duty investigations in FY 1994, 54 in FY 1993, and 
58 in FY 1992. 

We have estimated that there will be a 15 percent increase in the 
Title VII caseload resulting in 57 cases in both FY 1995 and FY 
1996. This increase results from the legislation implementing 
the Uruguay Round subsidies agreement which requires immediate 
injury reviews of countervailing duty orders where no injury test 
had previously been afforded. Our estimate is that there are 45 
such orders (24 on a "packaged" basis) and we will conduct 
approximately half of the investigations in FY 1995 and half in 
FY 1996. Between 1998 and 2001, the Commission must conduct 
injury reviews of 334 "transition" antidumping and countervailing 
duty orders which are five years or older. Beginning in 2000, 
the Commission is permanently charged with conducting injury 
reviews of all antidumping and countervailing duty orders which 
are five years old. We estimate that each review will involve 
work equivalent to a final injury investigation. As a result, 
the Commission anticipates that its title VII workload will 
double during the transition period, and at a minimum, increase 
the Commission's workload by at least 30% in the non-transition 
period after the year 2001. 

Qy^atipp N<?. 3; 

As a. result P£ the implementation of the Uruguay Round, the ITC 
bscame responsible for conducting a new class of injury 
investigations on January ist. in FY 9S^ the ITC will also be 
requi red to begin conducting "sunset reviews" of existing dumping 
gyders . — How_are you preparing to address these additional 

demands on tho Commi ssi o n ? 

Response ; 

INJURY INVESTIGATIONS OF CERTAIN OUTSTANDING CVD ORDERS 
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On January 1, the Commission became responsible for conducting a 
new class of injury investigations for countervailing duty (CVD) 
orders which did not originally receive injury determinations. 
Such orders will be revoked unless, within 6 months of the 
subject country's joining the WTO, a domestic interested party 
requests an injury investigation. If a request is received the 
Commission must conduct an injury investigation and complete that 
investigation within one year of initiation. The Commission, 
however, has some discretion to schedule the initiation of such 
investigations to maximize the efficient utilization of 
government resources . 

Since domestic interested parties have no incentive to file 
early, we do not expect to begin receiving requests until the end 
of the applicable 6 month period for any order. Thus the first 
cases should not begin until June of this year at the earliest. 

The Commission has taken the following actions to prepare for 
these cases: 

* On January 3, the Commission published in the Federal 
Register interim regulations to govern these cases. 

* Commission staff have consulted with Commerce 
Department officials on which orders are subject to 
this procedure, scheduling, and procedural matters, to 
assure maximum coordination and efficiency. 

* Initiation will be coordinated with Commerce Department 
administrative reviews to facilitate both agencies 
processes and minimize the burden on the parties of 
possible simultaneous DOC and ITC investigations. 

* The Commission plans to maximize consolidation of cases 
from different countries involving the same or similar 
products and to spread the investigations out over 
approximately a two year period so as to address the 
additional work with existing staff and to ensure that 
all cases are completed prior to the beginning of 
sunset reviews. 

There are currently 46 orders potentially eligible for these 
injury investigations. Assuming maximum consolidation of orders 
involving the same or similar products from multiple countries, 
the number of potential separate investigations would be 27. It 
is likely that the actual number of investigations could be 
further reduced if domestic interested parties choose not to 
request investigations due to the small volume of imports from 
particular countries or the age of the orders. 

Since these investigations require the same kinds of information 
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and, generally, the same procedures as a final CVD injury 
investigation, we assume that each case will be the workload 
equivalent of a final 120 day investigation. We estimate 10 
additional injury investigations per year in FY 96 and 97 to 
account for these cases . 


SUNSET REVIEWS 

The sunset cases will result in a significant and largely 
permanent increase in Title VII caseload. The Commission has two 
tasks: 1) beginning in FY 1998, it will conduct injury reviews of 
the currently outstanding "transition” antidumping and 
countervailing duty orders; and 2) beginning in FY 2000, it will 
undertake the continuing task of conducting injury reviews of all 
antidumping and countervailing duty orders every five years. We 
assume that a sunset review will be the workload equivalent of a 
final 120 day investigation. 

We have been informed by Commerce that there are currently 334 
transition orders. Using the most optimistic consolidation 
estimates, the Commission would have to conduct 128 consolidated 
transition sunset investigations between July 1, 1998 and June 
30, 2001. Thus, over a three year period the Commission will 
likely have to conduct an average of 42 additional consolidated 
investigations per year. Over the last few years the Commission 
has conducted on average 45 preliminary investigations and 20 
final investigation each year. 

As the transition cases begin to wind down, the Commission will 
have to begin conducting normal sunset reviews in calendar year 
2000. Thus, the caseload will not return to 1995 levels but will 
stabilize at a higher level due to the ongoing sunset review 
requirements. 

The Commission has taken a number of preliminary steps to prepare 
for these reviews: 

* The Commission’s Director of Operations 
established a GATT Implementation and Personnel 
Planning Committee composed of senior staff from 
the Offices of the Investigations, Economics, and 
General Counsel to begin planning for sunset 
review in general and the initial flood of 
transition cases in particular. The first task of 
the Committee was to develop manpower estimates 
for addressing the added transition and permanent 
caseload. 

* Budgetary constraints will certainly require that some 
portion of the increased workload must be absorbed by 
existing personnel. The Planning Committee is 
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developing proposals for flexible staffing and cross 
training of existing staff to allow the Commission to 
shift resources efficiently to deal with the cyclical 
nature of the transition cases and the change in the 
Commission's workload generated by sunset review. 


Staff of the Commission and the Department of Commerce 
have had informal discussions on meouis to coordinate 
consolidation and scheduling of transition cases. 

Prior to July 1998, the Department, coordinating with 
the Commission, must issue a comprehensive schedule for 
hearing the transition cases. 

The substantive and procedural issues in the new 
countervailing duty injury investigations are similar 
to those that the Commission and Commerce will 
encounter in sunset review. Thus, both agencies hope 
to use their experience in these cases as a means for 
preparing for the more voluminous sunset process and 
further developing means to coordinate scheduling and 
procedures to reduce the burden on participating 
parties and the agencies. 


* The Chairman has recently established an Investigations 
Working Group to review and make recommendations on 
streamlining the Commission's Title VII investigative 
processes. The agency's goal is to further increase 
staff productivity and efficiency of all Title VII 
investigative procedures prior to the beginning of 
sunset reviews. 

The Planning Committee and the Investigations Working Group will 
consider possible procedural changes that should result in 
increased productivity. Nonetheless it is likely that there will 
still be a need for a significant increase in personnel assigned 
to these investigations. Procedural changes are constrained by 
the requirements of the statute with regard to the data that must 
be collected and the depth of explanation required of the 
Commission, including consideration of arguments of the parties. 
Moreover, these proceedings are subject to judicial review, which 
also limits the ability of the Commission to adopt any radical 
procedural innovations. 

QVggtittn.No.^4; 

The ITC budget re quest for FY 96 notes that it reflects 

Biqnifjgm and stcgamlininq gftortB. Wguld you 

elaborate on vour efforts In this area? 

RSBPgngs; 
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The ITC, as an independent and bipartisan agency, has voluntarily 
been responsive to the requirements of the National Performance 
Review and the President through the development of a 
Streamlining Plan, Customer Service Standards, and a Strategic 
Plan. It has also been responsive to the President's September 
11, 1994 memorandum and E.O. 12839 for FTE reductions as outlined 
by 0MB. In that regard, the Commission has surpassed 0MB 's 
recommended staffing levels for FY 96. 

We are in the process of finalizing a Strategic Plan which will 
be completed by March 30, 1995. This Strategic Plan and agency 
Action Plans will incorporate goals from our Streamlining Ploun. 

We have already begun the process of studying agency processes 
and have conducted several reorganizations to reduce supervisory 
to employee ratios. Our FTE staffing level has been decreasing 
steadily over the past three years, from 486 in FY 1993 to 458 
for FY 1996, and have already exceeded the reductions proposed by 
0MB through FY 1996. 

ORGANIZATIONAL STREAMLINING: 

The following illustrates some of the ITC's organizational 
streamlining: 

• The Office of Industries was reduced from 7 to 3 
divisions. The reasons for the new structure were to 
reduce the number of middle managers and consolidate 
some of the support functions in light of reductions in 
staffing. In summary, the office has dropped one SES 
position, three GS-15 division chief positions, and one 
GS-14 branch chief position (a 22% decline in overall 
management) . Over the same period of time the total 
office has gone from an authorized level of 144 in FY 
1992, 136.5 in FY 1993 and currently stands at 125. 

• The Office of Tariff Affairs and Trade Agreements has 
undergone substantial organizational and personnel 
changes. The staff allocation was reduced over a 
period of years from 24 in FY 1990 to 16 in 1995. This 
has required a streamlining of work processes. One 
Division was abolished and the employees were 
reassigned to another Division, eliminating a Division 
Director position and increasing the employee to 
supervisor ratio. There is another reorganization 
proposal under consideration that would eliminate the 
remaining divisions of the office, thereby resulting in 
a further reduction of middle management. 

• The Office of Unfair Import Investigations has been 
reduced in staff from 18 in FY 1992 to 15 in FY 1995. 

As a result they have continually looked for ways to 
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Streamline processes. 

• In the Office of Information Services there have been 
several reorganizations. The first was in 1993 when 
the Office of Information Services was transferred to 
the Office of Operations. In 1994 the Office of 
Information Services was combined with the Library and 
Statistical Services Division. We are currently in the 
process of eliminating two out of three supervisory 
positions in the Library. From 1992 to the present 
the Library has had a one third reduction in staff with 
no decrease in workload. Over the next months we will 
be studying what ftinctions might be contracted out . 

More recently the Editorial staff was transferred to 
this organization, eliminating a supervisor. This 
action consolidated all functions concerned with 
information. 

We are in the process of studying the overall Office of 
Information Services to determine what is most 
efficient and cost effective. We have recently moved 
two Divisions together and eliminated one management 
position thereby increasing the employee to supervisor 
ratio to 1 to 18. 

• The Office of the General Counsel has reduced staff by 
four attorneys and one paralegal since 1993 while 
services have expanded. They, however, are in an area 
where we have projected growth because of the Uruguay 
Round legislation. 

• The Director of Administration was reduced by one 
position (GS-15) ; Office of Finance and Budget was 
reduced from 12 positions in PY 1993 to 9 in FY 1996; 
The Office of Personnel was reduced from 11 positions 
in FY 1993 to 7 for FY 1995; and the Office of 
Management Services was reduced from 39 positions in FY 
1993 to 31 for FY 1995. 

PROCESS STREAMLINING: 

The following illustrate some of the streamlining efforts in 

ITC ' s programs : 

• When a request for an investigation under section 
332(g) is anticipated from Ways & Means, Finance, the 
President, or USTR, the Commission staff always seeks 
an opportunity to comment on the draft requests; staff 
works with requestors to ensure that the studies are as 
focused as possible so that the Commission can provide 
the needed information in the most cost effective 
manner. Staff also seeks to have sunset dates included 
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in all requests likely to require recurring reports. 

• Commission staff seeks whenever possible to provide 
information to the USTR and Congress on an informal 
staff- to-staff basis without the institution of a 
formal 332 investigation. This approach is used 
particularly when the tum-around time for the 
information is short and no formal proceeding and 
report are desired. This approach also avoids the 
costs associated with a formal section 332 
investigation and possible published report. 

• The Commission has sought to develop specialized 
expertise in specific individuals in a variety of 
aspects of competitiveness which should in the long run 
provide efficiencies in the production of 332 studies. 
Specifically, the Commission has built and continues to 
build, expertise in antitrust/competition policy, 
intellectual property rights, labor standards, market 
access barriers, and the environment. It has also 
sought to enhance its in-house capability to assess 
economy -wide consequences of chomges in trade policies 
and industry performance. 

• Section 332 staff has a long history of streamlining 
efforts to present study findings in the most concise 
and user-friendly format for the requestor and in a 
manner that minimizes publication and other costs. For 
example, when feasible, staff, with the assistance of 
the requestor, has developed standardized or tabular 
formats in lieu of lengthy text. 

• Where necessary and on a limited basis, we have 
purchased databases In order to meet the needs of the 
requester. This has been done only where staff either 
could not recreate the database or wuld have to expend 
extensive Commission resources to do so. 

• When legislation for specific section 332 studies is 
introduced in Congress, the Commission reviews the 
proposal to ensure that it accurately describes the 
product that the drafter seeks and that it is within 
the Commission's ability to complete. This helps 
ensure the most efficient use of Commission resources. 

• Staff periodically communicates with USTR and 
Congressional staff regarding ongoing recurring reports 
to determine whether such reports continue to be 
needed . 

• In fiscal year 1993, a radical streamlining of the 
coverage of the Operation of the Trade Agreements 
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Program (OTAP) report was proposed, approved, and 
implemented. 

o A 1/3 reduction in OTAP's length was accomplished 
by eliminating redundant material, unnecessary 
"boilerplate" and coverage of marginal and "no 
action" issues . 

o Nearly 1,000 fewer work hours was spent annually 
on producing the 1992 and 1993 editions of the 
OTAP report than was spent on the 1991 edition 
(issued prior to the change) . 

• Since 1991, the Commission has made several important 
modifications to the East-West report to reflect the 
rapid political and economic changes occurring in these 
countries, resulting in continuous streamlining of the 
report . Most recently, the Commission scaled back the 
content of the East -West report to what we regard as 
the minimum required by law. Text analysis was removed 
and the reports became statistical reports. 

o Costs of producing the report have been halved as 
a result of the latest change. 

Research methods 

• The Commission has changed the way it approaches the 
requirement to report annually on the Caribbean Basin 
Economic Recovery Act (CBERA) and Andean Trade 
Preference Act (ATPA) . A single team has been assigned 
to draft both reports, whose coverage will be 
harmonized and streamlined. Some immediate coat 
savings will be possible this year, while longer-term 
savings are anticipated once the changeover is firmly 
in place: 

o CBERA and Andean travel were combined, in order to 
economize on the major element of travel cost: 
the round-trip from Washington, 
o A staggered multi-year travel schedule was 

adopted, reducing the number of countries visited 
in each region each year. 

o The Commission is working closely with the 

Department of State to improve coordination on 
fieldwork and the responsiveness of Embassy 
reports, both primary inputs into our analysis. 

o Review layers have been combined or eliminated for 
the CBERA/Andean, OTAP, and East-West reports. 
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Production and Distribution 

• In an effort to reduce printing and mailing costs: 

o Increased attention has been given to re- 

validation of mailing lists to ensure excess 
reports are not printed or mailed. To further 
reduce distribution costs, the Superintendent of 
Documents now sells those Commission reports that 
meet the Superintendent's public demand criteria. 
Although the Commission pays for the printing of 
the sold reports and no part of the proceeds 
received by the Superintendent are given to the 
Commission, such sales reduce Commission mailing 
costs and provides revenue to the government as a 
whole . 

o The Commission is currently examining the 

feasibility of making reports available to the 
public electronically via the GPO Federal Bulletin 
Board, the National Trade Data Base, ITC bulletin 
boards, Internet, and other electronic modes. Use 
of such modes should eventually make reports more 
quickly available to a wider audience and may also 
reduce Commission printing and mailing costs. 

• New publishing technology has been acquired which 
allows us to print reports based on actual demand, 
rather than by estimate. This has resulted in a 
reduction of three positions in the printing 
operations, and has allowed the Office of 
Administration to reduce middle management by 32%. 

• Consideration is being given to purchasing and 
designing an imaging system. This would probably 
result in the elimination of part-time or temporary 
personnel to maintain a research data base of materials 
and should make research efforts more efficient and 
reduce the paper handled and stored. The Office of the 
Secretary, the Office of Unfair Import Investigation, 
the Office of the General Counsel and the Office of 
Administration will benefit from this system, if 
obtained. 

OTHER STREAMLINING: 

• The Office of General Counsel has created automated 
systems to increase productivity and accomplish cost 
efficiencies. The Office is reorganizing support staff 
functions and providing cross-training to law 
librarians, secretaries, and paralegals to assure that 
full service can be maintained with reduced resources 
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and that tas)cs can be allocated in the most cost- 
efficient manner to support the productivity of legal 
personnel . 

• The Office of Information Services is in the midst of 
downsizing the agency's present mainframe-based 
international trade database to a client-server system 
that will save significant costs over the 5 -year 
lifecycle while providing better, faster and more 
reliable statistics to agency analysts. We are working 
with other agencies on the NPR’s IT- 06 initiative 
(Develop an International Trade Database) to deliver 
this information to the public and reduce redundancy 
across the Federal government in developing and 
reporting these key data. 

• The Office of Finance and Budget is in the midst of 
consolidating all financial systems currently operated 
on three separate systems at three separate locations 
to a single system in one location to be more efficient 
and cost effective. This will also provide the added 
benefits of "paperless" systems and improved 
information. 

• While the ITC staffing levels are being reduced, the 
agency is also taking positive action to downsize 
related support costs. One example of this is the 
removal of telephone lines, resulting in a projected 
cost savings of approximately $100,000 in FY 1995. 

Question. Nq_. 5_: 

The ITC budget request for FY 96 proposes an appropriation 
incre.aee of $4.667 million, the bulk of .which would be used for 
salary increases^ What is the current average salary of an ITC 
stn piQ Y^fe? whst wjLii..thj:e. ,aygraa^-,teg-.ih 

Regpan a s, : 

The Commission's "real" appropriation increase from FY 1995 to FY 
1996 is $2,677 million. The Conference Committee was aware that 
the Commission had for use a car:Q^-over of approximately $2,000 
million from the FY 1994 appropriation. This carry-over should 
be added to the Commission's $42,500 million FY 1995 
appropriation for a total funding availability of $44,500 
million. 

As of January 31, 1995, the Commission's average salary was 
$57,946. It is expected that this average salary will be 
maintained in FY 1996. 
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The ITC c urrently details 6 full-time equivalent (FTEJ staff to 
USTR. HovLlonqi^ re these employees detailed and to which 
offices? 


Response : 

An important part of the ITC's mission is to develop and maintain 
a staff unparalleled in its trade expertise. To broaden the 
expertise of our staff in trade and competitiveness issues, the 
ITC has a policy of supporting mutually beneficial activities at 
USTR with professional personnel detailed for extended periods of 
time. These employees are selected through a formal 
developmental personnel detail program that balances the benefits 
to the agency and the employee with the needs of USTR. The total 
number of details under this program is limited to six. 

As of i^ril 3, 1995, ITC staff will be detailed to the following 
offices at USTR: 

Office of Agricultural Affairs 
Office of Economic Affairs 
Office of GATT/WTO Affairs 
Office of Industry 
Office of Textiles 

Office of Trade and Development /GSP 

Details are approximately one year in duration. All current 
details expire on December 31, 1995, 

Question No. 7. 

Please discuss the steps vou have taken to streamline the. Section 

332 PXQgggg..: Are the results of the Inspector General’s a udit of 

thg prpceg.g. putgligXy if so. please provide a summary 

of the manor findings. 

Response : 

The Commission continuously monitors its section 332 process in 
an effort to produce quality reports in a cost effective manner. 
The following describee some of the issues surrounding section 
332 streamlining and Commission efforts. 

• There is considerable demand for Commission industry 
and trade analyses from the trade community, other 
agencies, individual members of Congress, and domestic 
industries. This demand is contained, however, by the 
fact that we are not required to undertake studies 
except at the request of the President, the USTR, the 
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House Committee on Ways and Means, or the Senate 
Committee on Finance . 

• When a request for an investigation under section 
332(g) is received from Ways & Means, Finance, the 
President, or OSTR, the Commission has no discretion 
regarding Institution" -the Commission must conduct the 
requested investigation and to the best of its ability 
provide the recfuested information. Requestors 
generally provide the Commission with an opportunity to 
comment on draft requests; staff will continue to work 
with requestors to ensure that the studies are as 
focused as possible so that the Commission can provide 
the needed information in the most cost effective 
manner possible. Staff already has been instructed to 
seek to have sunset dates included in all requests 
likely to require recurring reports. 

• While the Commission has authority to self- initiate 
investigations vinder section 332 (under section 
332(b)), in recent years it has rarely done so. The 
Commission has not self -initiated any new analytical 
section 332 investigations since 1985, although it 
should be noted that the Commission, at the suggestion 
of the Inspector General, converted two ongoing trade 
monitoring efforts into 332 investigations in 1993. 
Also, in 1991, the Commission self -initiated a 332 
study to do background work in anticipation of a FTA 
probable economic effects request from the USTR under 
section 131 of the Trade Act of 1974, with the 
intention of folding the section 332 investigation into 
the section 131 investigation. 

• Commission staff receives numerous requests to provide 
information to the USTR and Congress on an informal 
staf f-to-staf f basis without the institution of a 
formal 332 investigation. This approach is used 
particularly when the turn- around time for the 
information is short and no formal proceeding and 
report are desired. This approach also avoids the 
costs associated with a formal section 332 
investigation and possible published report. Informal 
staff responses generally are not an option when the 
nature of the request is such as to require extensive 
staff research involving the need for public input, 
hearings, and questionnaires. 

• As part of the Commission's effort to streamline agency 
personnel, the office that prepares the majority of 
section 332 reports, has been reduced by almost 20 
persons during the past several years, a reduction of 
13 percent (from 144 in 1992 to 125 in 1995) . It 
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should be noted, however, that this unit is the core of 
Commission industry/commodity expertise and cannot 
sustain continuing cuts if the Coimnission is to 
maintain its operational readiness. 

• The Commission has sought to develop specialized 
expertise in specific individuals in a variety of 
aspects of competitiveness which should in the long run 
provide efficiencies in the production of 332 studies. 
Specifically, the Commission has built and continues to 
build, expertise in ant it rust /competition policy, 
intellectual property rights, lcdx>r standards, market 
access barriers, and the environment. It has also 
sought to enhance its in-house capability to assess 
economy -wide consequences of changes in trade policies 
and industry performance . 

• Section 332 staff has a long history of streamlining 
efforts to present study findings in the most concise 
and user-friendly format for the requestor and in a 
manner that minimizes publication and other costs. For 
example, when feasible, staff, with the assistance of 
the requestor, has developed standardized or tabular 
formats in lieu of lengthy text. This has been 
particularly true in many of the probable effects 
reports and Generalized System of Preferences (GSP) 
studies which often involve the analysis of hundreds 
and sometimes thousands of products. Two recent 
examples of major studies for Congress incorporating 
such techniques are the NAFTA cuialysis (1993) and the 
GATT URA analysis (1994) , each meeting the extensive 
needs of the Congress but done within a matter of 
months . 

• Where necessary and on a limited basis, we have 
purchased databases in order to meet the needs of the 
requester. This has been done only where staff either 
could not recreate the database or would have to expend 
extensive Commission resources to do so. 

• When legislation for specific section 332 studies is 
introduced in Congress, the Commission reviews the 
proposal to ensure that it accurately describes the 
product that the drafter seeks and that it is within 
the Commission's ability to coit^lete. This helps 
ensure the most efficient use of Commission resources. 

• Staff periodically communicates with USTR and 
Congressional staff regarding ongoing recurring reports 
to determine whether such reports continue to be 
needed . 
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• Increased attention has been given to re -validation of 
mailing lists to ensure excess reports are not printed 
or mailed. To further reduce distribution costs, the 
Superintendent of Documents now sells those Commission 
reports that meet the Superintendent's public demand 
criteria (principally recurring reports) . Although the 
Commission pays for the printing of the sold reports 
and no part of the proceeds received by the 
Superintendent are given to the Commission, such sales 
reduce Commission mailing costs. 

• The Commission is currently examining the feasibility 
of making reports available to the public 
electronically via the GPO Federal Bulletin Board, the 
National Trade Data Base, ITC bulletin boards, 

Internet , and other electronic modes . Use of such 
modes should eventually make reports more quickly 
available to a wider audience and may also reduce 
Commission printing and mailing costs. 

The Inspector General has reviewed the Commission's role in the 
preparation of one type of Section 332, that being the "recurring 
reports". A summary of that audit is contained in Audit Report 
IG-01-93, Evaluation of the Commission's Role in^Preparing 
Recurring Reports , which is attached (See Exhibit A) . 

Question No. 8: 

Please provide a^tatus report on the Section 332 dumpina/CVD 
study 

Response ; 

This study is due to USTR on June 30, 1995. It is on schedule 
and is presently undergoing the typical Commission review 
process. The economic effects of unfair trade practices and 
remedies have been estimated using public and questionnaire data. 
The Offices of Industries, Economics and Investigations as well 
as the office of the General Counsel have been involved in 
preparing this study. 

QyiestiOh Nq. ?: 

Pp vw fl jpgreagg in. ygyz-wgriapad-siag 

the recen t changes in the Section 337 statute? It gg, plgflgg 

explain the_nature of these projected increases and how it will 

Y<gur .ftllggfltipn <?£ 

Rggppneg ; 

At the present time, we do not anticipate a substantial increase 
in workload at the present time as a result of the amendments to 
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Section 337. 

Question No. 10; 

The ITC provides assistance to small businesses through its Trade 

Remedy Assistance Office. In FYS4. the_TRAQ responded to 309 

inquiries from the public concerning trade re medies. Pleagg 

identify the number of thes e inquir ies which resulted in actual 

inyestiqations. What is the annual budget of the TRAP and how 

many FTEs are current ly_as a ianed to the office? 

Response : 

The aforementioned statement that TRAO responded to 309 inquiries 
from the public concerning trade remedies needs clarification in 
order to provide an accurate response to Question 10. Not all of 
TRAO's FY 94 recorded inquiries reflect members of the public 
seeking "trade remedies". In fact, many inquiries do not pertain 
to TRAO's relevant trade laws enumerated in 19 U.S.C. S 
1339(c) (2) . 

To date, one investigation involves a TRAO FY 94 recorded 
inquiry. The investigation is Audible Alarm Devices for Divers. 
Investigation No. 337-TA-365. For the particular inquirer 
involved/ TRAO provided assistance in the preparation of a 
complaint and with post -filing proceedings until the inquirer 
retained legal counsel , 

TRAO's operating needs are drawn upon the Office of Operations' 
overall operating budget on an as needed basis. TRAO also draws 
upon the budgeted resources of various Commission offices/ 
including the Office of Investigations, the Office of Unfair 
Import Investigations, the Office of Industries and the General 
Counsel's Office. 

Two employees are assigned to the TRAO-one part-time/* GS-14/ 
step 2 and one full-time,* GS-11, step 6. 


‘ The 309 FY 94 recofded inquiries do ooc reflect inquirers who actively sought assistance 
from TRAO in FY 94. but who are recorded as first time inquirers in FY 93. To date, three 
investigations involve active FY 94 inquirers who are not reflected in the 309 FY 94 inquiries 
because they were log^ as first time TRAO inquiren in FY 93. Sudi investigations are 
Certain Partial Extension Drawer Slides with Rollers. Investigation No. 731-TA-723. 
Manganese .Sulfate from the People's Republic of China. Investigation No. 731-TA-725 and a 
§ 301 investigation initiated on October 17. 1994 on behalf of the U.S. banam industry. 

TRAO’s involvement with these investigations is as follows. TRAO assisted the Drawer 
Slides petitioner in the preparation and filing of a petition, as well as during post-fUii)g 
proceedings. TRAO provided brief post-fUmg assistance to the Manganese Sulfiie petitioners 
until they retained legal counsel. Senator Inouye’s office contacted TRAO concerning dumping 
relief for the U.S. banana iixhistry. To date, the U.S. banana industry has pursued an 
investigation under § 301 Co address difficulties in accessing the E.U. market. TRAO provided 
no assistance with this investigation. 

^ 24 hours a week, equalling 3 work days a week. 

’ 40 hours a week, equalling 5 work days a week. 
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Question No. Hl 

Does the ITC plan to hire any consultants or experts as permitted 
under 5 U.S.C. 3109 for FY 96? Does the ITC currently have anv 
such consultants or experts? If so. what are their functions? 

Response : 

5 U.S.C. provides for the head of an agency to temporarily or 
intermittently hire experts or consultants for a time not to 
exceed one year. Other than the types of consultante/experte 
used this year, the Commission anticipates limited use of 
consultants and experts for FY 1996. For FY 1995, the Commission 
has currently obtained services from the following 
consultante/experts : 

Brown & Company - to audit the Commission's FY 1993 and 
1994 financial statements as requested by the IG. 

International Food Policy Research Institute (Sherman 
Robinson) - to expand the capacity of the Commission to 
model and analyze options on trade arrangements with 
Latin American countries using multi -country computable 
general equilibrium. 

Question No. 12: 

What inf lationary factor was used in the calculation of vour 
budget request? 

Response : 

Based on the 0MB policy pay raise assumption provided by the 
Commission's 0MB Budget Examiner on December 23, 1994, the 
Commission used 2.4% for its FY 1996 pay raise assumption. For 
nonpersonnel categories, the Commission's inflation factor varied 
for an average inflation factor of 4.0%. 
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RESPONSES TO QUESTIONS FROM CONGRESSMAN THOMAS 


Question Nq. Ij, 

The Commission has a number of regular "332" reports on autos. 

steel and other trade matters that it issues on a regular basis. 

Some of t hese reports are issued Quarterly or even monthly. What 

reduction in cost would occur if all such reports were limited to 
annual pu blication? 


fi ggpong g : 

The following tabulation shows actual FY-94 costs and estimated 
cost savings assuming only annual reports are produced. The 
overall cost reduction on these particular reports would be 
approximately $99,000 or a 24% reduction. 


UZ 


FY-94 cost Estimated "annual only” 

flaviagg 


#135--SOC(ann. and qty) $271,214 
#191- -Footwear (qty) 11,757 

#207- -Autos (monthly) . 17,328 

#327--Steel (semi-ann. ) 107.310 

Total $407,609 


$ 33,200 
6,800 
14,700 
42.000 
$ 98,700 


Question No. 2; 

I have frequently been able to obtain import and export data from 

the Commission bv ma)cinQ a request and wonder if the Commission 

might find that it can serve others' needs without publishing 

repart.B..t.hat. in. sQm gaegg wgpg started gygr a ago 

PQlitigal rgagone, Please list any data or analyses which would 

wavaiAabla t<? th? p\^Xis,..l€..t.]ti§!--ggjnmiaBi.ga-.£aag.g4-PV^^^ 

thg f93,lpwinq r^pgrtg; gt.egA.i tyw, ■■f.Q9twaari...aat.Q.g.i 

eharinqi gthri- aXgphPl. and tha arranqemgnt. 

Rgg pgnag ; 

steel . --Our data gathering activities for this report yield 
product line specific data that are not availadjle from other 
sources, although some sources exist for more general data.^ 


*In instances where analogous data is available, sources would 
include the American Iron and Steel Institute, the Environmental 
Protection Agency, and the US Department of Commerce. Most of 

(continued. . . ) 
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Specifically, product line information on capital expenditures, 
research and development expenditures, environmental 
expenditures, capacity, production, and capacity utilization, and 
profit and loss, as well as more general information on export 
activities, are all unique to this report. Although the 
Commission's coverage of the industry is generally superior to 
other sources and enables an objective assessment of industry 
developments, compilation of raw steel production, product line 
shipments, and the income statement data are available from other 
sources . 

Rum . --Discontinuation of the Rum Report will result in 
information becoming unavailable to the public in several areas, 
(a) The Rum Report provides rum production and value data on a 
calendar year basis, and such calendar year data are not 
otherwise availeible to the public. (b) The Rum Report is the 
only conveniently- available source of reliable rum production 
data adjusted for production levels of the U.S. Virgin Islands 
and Puerto Rico. (c) The Rum Report is the only public 
information source which provides accurate production data 
adjusted for possible double -counting from product ion -sharing 
operations, places much of the rum production data into 
consistent units, and provides production data adjusted for 
changes in stocks. 

Footwear . - - The footwear report includes data from the Commerce 
and Labor Departments which are otherwise available to the public 
if one is willing to gather the information from a number of 
different offices in these agencies. The only data that are 
unavailable to the public is the plant closings and openings 
which we source from Footwear Industries of America, a trade 
association for U.S. footwear producers. 

Although almost all data used to generate footwear reports are 
available to the public, they are not available in the format 
provided in our report. Our report incorporates all revisions to 
official data and provides a historical five-year annual data 
series and the current 2 -year quarterly data. 

Autos . --The breakdown of trade data by product (autos and light 
trucks) and the detail on import sources and export markets are 
the key elements of the report. These data could also be 
rec[uested in a similar form from the Department of Commerce, In 
addition, to reproduce the bulk of the rest of the report, a 
researcher would have to search the latest weekly editions of 
Automotive News for sales, production, and certain price data; 
and call the Department of Labor for current employment 


*( . . .continued) 

these sources would yield proxy data or more general data from 
which estimates would have to be made to replicate our data. 
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information and consumer and producer price data. 

Production sharing . --The Harmonized Tariff Schedule (HTS) 
requires importers to report the value of the U.S. -origin content 
of imports separately from the dutiable value (or foreign value 
added) . No other Government or private organization provides a 
periodic analysis of imports imder the production sharing tariff 
provisions. These statistics are not available to subscribers or 
purchasers of standard data tapes (or CDs) from the Bureau of the 
Census. Such data are available only from special tapes that 
show imports under "secondary reporting codes." However, 
considerable programing is required by the Commission to cross- 
reference production sharing trade with data for total trade, to 
produce the country- and commodity- specific data needed to 
analyze issues of importance to the trade community. 

This report contains analysis and data particularly important for 
parties tracking the following issues; 

(a) Imports from the maquiladora industry in Mexico. 

(b) The effects of NAFTA on U.S. -Mexico trade. 

(c) The role and nature of U.S. companies in the growth of 
export -oriented industries in the Caribbean Basin. 

(d) A comparison of the use of U.S. -made components in the 
manufacturing operations of various trading partners. 

(e) Likely economic effects of free-trade agreements. 

Ethyl alcohol ■- -The size of the U.S. domestic market for ethyl 
alcohol is used to determine the local feedstock requirements for 
fuel efhyl alcohol imported by the United States from CBI- 
beneficiary countries. The base quantity to be used by the U.S. 
Customs service in the administration of the law is the greater 
of 60 million gallons or 7 percent of U.S. consumption as 
determined by the Commission. This calculated import cjuantity of 
ethyl alcohol would be unavailable should the Commission cease 
publishing the report. 

For an individual to calculate the information currently supplied 
by the Commission, he or she would need to obtain, from the 
Department of Energy, the supply of ethyl alcohol and adjust for 
domestic consumption and export quantities. The necessary export 
information may be obtained from the Department of Commerce or 
the Department of Agriculture. 

Multi-fiber arrangement .- -The data in the report are not 
available to the public through any other source. We get the raw 
data used to compile the report from the Department of Commerce 
on electronic tapes. Commerce produces reports for use by OTEXA 
(Office of Textiles and Apparel) containing some of the data on a 
product basis, but this report is not generally availedjle to the 
public. The value of our report is that it provides the data on 
a country basis and shows both quantity and value. Not only have 
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many customers, both domestic and foreign, asked to be put on our 
mailing list to receive the report annually, but we additionally 
get many requests for the type of data in the report . 

Question No. 3: 

If all the reports listed in the second question were immediately 
eliminated, how much would the Commission save during the current 
and 1936 fiscal years? Over the next five years? 

Response : 

The total FY-94 cost of the seven reports listed was $262,000, 
involving approximately 5.2 work-years of direct staff time. A 
significant amount of the work in these reports (particularly 
steel, autos, production sharing, and the MFA) is basic research 
required to maintain a proficient level of expertise which the 
Commission has found useful in apprising USTR, the Congress, 
other government agencies, and diverse private sector 
organizations of global industry trends and competitiveness 
issues. Even if the reports are cut or eliminated, much of this 
work must still be done. Eliminating these reports could 
actually have the effect of increasing costs, in that these 
reports provide an efficient way to respond to the many questions 
we receive on these issues. 
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Question from Mr. Houghton: 

How many antidumping and countervailing duty cases have you 
investigated in the last year? How does this number compare to 
previous years? Do you expect that this level is likely to 
increase, decrease, or stay the same in future years? If you 
expect a change, please explain your reasoning. 


Response : 

The Commission normally combines all title VII investigations 
involving the same product from multiple countries that are filed 
concurrently as one "packaged" case. We believe that counting 
Title VII cases on a "packaged" basis is a more accurate 
reflection of workload than counting each product/country 
combination separately since it combines investigations involving 
the same product from multiple countries. On this basis, the 
Commission instituted a total of 50 antidumping and 
countervailing duty investigations in FY 1994, 54 in FY 1993, and 
58 in FY 1992. 

We have estimated that there will be a 15 percent increase in the 
Title VII caseload resulting in 57 cases in both FY 1995 and FY 
1996. This increase results from the legislation implementing 
the Uruguay Round subsidies agreement which requires immediate 
injury reviews of countervailing duty orders where no injury test 
had previously been afforded. Our estimate is that there are 45 
such orders (24 on a "packaged" basis) and we will conduct 
approximately half of the investigations in FY 1995 and half in 
FY 1996. Between 1998 and 2001, the Commission must conduct 
injury reviews of 334 "transition" antidumping and countervailing 
duty orders which are five years or older. Beginning in 2000, 
the Commission is permanently charged with conducting injury 
reviews of all antidumping and countervailing duty orders which 
are five years old. We estimate that each review will involve 
work equivalent to a final injury investigation. As a result, 
the Commission anticipates that its title VII workload will 
double during the transition period, and at a minimum, increase 
the Commission's workload by at least 30% in the non-transition 
period after the year 2001. 
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RESPONSE TO QUESTIONS FROM THE MZMORITY 


Question No. 1^ 

The International Trade Commission’s (ITC) request of S47.177 

million for FY 1996 is approximately 5.7 percent above its 

expenditures for FY 1995. Both USTR and the Customs Service, the 

other trade agencies within the jurisdiction of this Committee. 

have budget authorization requests at or below FY 1995 levels. 

While recognizing that the ITC is statutorily given the authority 

to present its budget estimates in the President's budget without 

revision bv 0MB, what is the most compelling reason for the ITC's 
budget while the budget for these other trade agencies has no 

proposed increase? 

Response : 

There are two essential reasons underlying the Commission ' s FY 
1996 budget request: 1) the need to maintain non-discretionary 
programs and services at existing, already reduced levels; and 2) 
the additional functions assigned to the Commission under the 
Uruguay Round Agreements Act. The Commission has streamlined 
its activities and significantly reduced its personnel over the 
last three years . The increased funding request is largely 
driven by mandatory pay increases for the existing, reduced level 
of personnel . 

We have been asked to contrast the Commission's FY 1996 budget 
request with those of other trade agencies. We do so in part, by 
contrasting the nature of Commission operations to those of the 
other agencies . The Departments of Commerce and Treasury (which 
includes the Customs Service) , are multi-functional executive 
agencies which perform a broad range of mandatory and 
discretionary functions. Given the breadth of those agencies' 
activities, they have flexibility to reduce costs by cutting non- 
essential activities. Moreover, given their personnel resources, 
they have the ability to shift personnel from program to program 
to meet needs as they arise. Likewise, the United States Trade 
Representative has significant flexibility to supplement its 
personnel resources through its ability to draw personnel from 
other agencies through formal details and informal working 
groups. Indeed, the Commission currently has six professional 
employees on non-reimbursed detail to USTR. 

The Commission, by contrast lacks that budget and personnel 
flexibility which comes with size and discretionary activities, 
or personnel supplementation. The ITC is a small independent 
agency that performs only those functions assigned by law and 70 
percent of its budget consists of personnel costs; it has no 
discretionary programs to phase out or disbursements to reduce. 
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Because it is small, most Commission employees already work on 
multiple agency programs, rather than address a single need. 
Rather than an ability to shift personnel in-house or borrow from 
other agencies, ITC supplements the personnel resources of 
congressional staff auid executive agencies. 

Notwithstouiding these constraints on its ability to reduce 
personnel costs, over the last three years, the Commission has 
moved aggressively to streamline its operations euid reduce staff, 
and has done so during a period in which its workload was very 
demanding. Indeed, the Flat -Rolled Steel Cases indeed a 
significeuit additional burden on its investigative resources in 
FY 1993 and its litigation resources in FY 1994; the Commission 
met this challenge while reducing its FTE staffing level from 470 
in FY 1993 to 455 in FY 1995 and without requesting additional 
funding from Congress. 

The ITC has already met its 1996 0MB FTE goal. It has done so 
ahead of schedule while maintaining essential programs and 
service to its congressional and executive customers. Eighty- 
five percent of the Commission's budget is committed to personnel 
costs and rent. The FY 1996 budget request vrould permit the 
Commission to maintain existing functions at the level of 
efficiency 2 md productivity it has achieved over the last three 
years of staff reductions. 

But the Commission's essential functions will not remain static 
in 1996 and beyond. The Uruguay Round Agreements Act has imposed 
on the Commission significant and, for the most part, permanent 
increases in its Title VII workload: 

* The Commission is responsible for conducting a new 
class of injury investigations of countervailing duty 
orders originally entered without an industry test. 

The Commission expects to conduct the these 
investigations in 1996 and 1997. 

* The new WTO binding dispute settlement mechanism for 
antidumping and countervailing duty cases, coupled with 
the new obligations of those agreements, are likely to 
result in a significant increase in WTO disputes. 

While USTR represents the United States in these 
disputes. Commission attorneys prepare draft pleadings, 
and support USTR personnel before WTO panels. 

* Between 1998 and 2001, the Commission must conduct 
injury reviews of 334 "transition" antidumping and 
countervailing duty orders which are five years or 
older. Beginning in 2000, the Commission is 
permanently charged with conducting injury reviews of 
all antidumping and countervailing duty orders which 
are five years old. We estimate that each review will 
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involve work equivalent to a final injury 
investigation. 

The Commission's 1996 budget was carefully crafted to maintain 
existing programs and service, absorb the immediate additional 
tasks imposed by the Uruguay Round, and prepare for the major 
impact of the sunset reviews . 

When the Department of Commerce was assigned a task similar to 
the Commission's new sunset reviews in the 1979 Trade Agreements 
Act, Import Administration created its Offices of Antidumping and 
Countervailing Duty Compliance, offices which now employ 
approximately 150 people. In the current budget climate, the 
Commission recognizes that it will not be able to engage in a 
staff buildup of similar proportions, especially for the three 
year transition cycle. Therefore, the Commission intends to 
redirect existing resources, assigning many of its highly- trained 
and expert Office of Industries and Office of Economics personnel 
to the transition sunset investigations. These personnel are 
already experts in industry analysis, fully-trained in Commission 
information gathering techniques, and likely to be far more 
efficient than any new staff which might be hired in 1988. The 
Commission's FY 1996-97 budgets reflect the retention of these 
skilled personnel. 

Question No. 2; 

Some have suggested that one wav to better utilize the ITC's 

resources is to reduce the number of Section 332 studies. 
Currently, more than 10 percent of the ITC's personnel resources 

(57_^TEe out of 458 FTEs) are devoted to producing these studies. 

which sometimes cover extremely narrow, segments ol _the economy . 

Do YOU have anv suggestions as to how we could cut down on the 

h-urnfear .gf 132. thg TTC? 

Response : 

In responding to this question, it is first important to note 
that when the Commission receives a request for a section 332 
investigation from the Congress or the President, we must respond 
to the request. Over the past three years the Commission has 
instituted 41 section 332 investigations, 21 requested by the 
Congress and 18 requested by the President. The Commission has 
only instituted 2 on its own motion. 

In addition, the conduct of 332 studies eneUsles the development 
of core competencies and expertise that enable the Commission to 
be responsive in addressing inquiries related to emerging and 
complex trade and economic issues. This multidisciplinary 
knowledge related to industry/commodity expertise,- geographic 
developments; economic, financial, and legal analysis; and 
environmental and other competitive issues is maintained by 
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undertaking 332 studies for which there usually are no 
investigative precedents. The work of individual staff members 
is of a multidimensional nature; there are no offices or staff 
assigned exclusively to 332 investigations. The conduct of 332 
studies allows the Commission to develop needed expertise and 
maintain our ability to be responsive in providing objective and 
in-depth analysis. 

Three suggestions arise as to how we could cut down on the number 
of Section 332 studies. First, reductions, if any, should first 
be in those requested 332s considered "recurring reports," rather 
than the more substantive fact-finding investigations. Examples 
include Congressional ly requested or mandated reports on footwear 
($11,757 in FY-94), autos ($17,328), steel ($107,310), synthetic 
organic chemicals ($271,214), tomatoes ($74,172), peppers 
($39,172), CBERA ($134,635), or the Andean Trade Preference Act 
($126,643) , These reports were initiated as a direct result of 
Congressional requests or legislative mandate. 

Second, there is an opportunity for Congress and the President to 
seek Commission assistance on industry and regional trade Issues 
through avenues other than a formal section 332 investigation. 

In particular, as part of the Commission's strategic planning 
process, we are attempting to increase assistance in the form of 
"quick response" research and analyses through staf f -to-staf f 
assistance. There may be many instances where a full 332 
investigation, with public notice, hearings, and questionnaires 
are not required, but for which our analysts and economists can 
provide the required information and cuialysis based on the 
Commission's resident expertise and our extensive contacts in the 
trade community. Not only would such responses be much quicker, 
they would be less expensive as well. Informal staff responses 
generally are not an option when the nature of the request is 
such as to require extensive staff research and public input. 

And finally, while not cutting down on the number of 332 b, we are 
attempting to cut down on the costs of 332e, through such means 
as - - 

• Working closely with the requestor in the formulation of the 
scope of the request to keep it as focused as possible. 

• Putting sunset dates on all 332 requests calling for a 
series of reports. 

• Maintaining specialized staff expertise on industry and 
trade issues which provide efficiencies in the production of 
332 studies. 

• Continue to streamline Commission reports to provide 
responses in the most concise and user-friendly format for 
the requestor and in a manner that minimizes publication and 
other costs. 

• Purchase specialized databases and consultants in the 
limited instances where this would be more cost efficient 
than developing the data/e3q>ertise in-house. 
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Question No. 3: 

In vour written statement, vou indicate that the CommiBsion 

expects an increase in vour_agency' a_ workload as a result of 

pflBBW Qt the Act last ygar.. could vou 

pleaae discuss where such additional work will be required. Qid 

tbg Cpmmiggipn an. ingr.£aa£ in ij:g-vpEKlg»d-£r.gm -thg 

passage of the NAFTA? 

Response : 

The Commission expects an increase in its workload as the result 
of the passage of the Uruguay Round Agreements Act principally in 
its implementation of the requirement for sunset review for 
antidumping and countervailing duty orders every five years. 

This means that every investigation that leads to an order will 
also lead to at least one sunset review five years after it is 
imposed (and every five years thereafter until it is revoked) . 
Moreover, the 334 outstanding antidumping and countervailing duty 
orders will have to be reviewed as part of a transition process. 
The Commission is also required to conduct, upon request of 
domestic interested parties, injury investigations in FY 1996 and 
1997 for the 46 outstanding countervailing duty orders that were 
originally imposed without an injury finding. 

The implementation of the NAFTA did not involve the creation of 
any new Commission investigative responsibilities of this order 
of magnitude. That agreement involves imports from only two 
countries and the post -NAFTA investigative requirements are 
limited to special NAFTA safeguard provisions which have yet to 
be invoked. The Uruguay Round implementation will almost double 
the Commission's title VII workload during the three year 
transition period beginning in FY 1998 and, at a minimum, 
increase the Commission's title VII caseload by at least 30 
percent in non-transition periods. 

Moreover, the Commission anticipates an immediate increase in the 
appellate workload for its General Counsel staff. As with 
passage of any major amendments to the law, the number of 
determinations appealed is likely to increase until the 
interpretation of the new statutory provisions becomes more 
settled. Likewise, with the new WTO agreements, the Commission 
believes that there may be an increase in the number of WTO 
disputes involving Commission determinations. While USTR 
represents the Government in these disputes, the Commission’s 
Office of General Counsel provides substantial technical support 
to USTR in defending Commission action. 

The CFTA (and, subsequently, NAFTA) dispute settlement procedures 
resulted in little increase in litigation work for the 
Commission; appeals involving Canada (and subsequently Mexico) 
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that were previously heard in the US courts are now heard by bi- 
national panels. In contrast, all WTO members may file disputes 
challenging agency action. Moreover, these disputes do not 
replace but are in addition to appeals hear by the US courts. 
Therefore, they involve substantial additional work. 

Question No. 4: 

The Commission is currently required to produce a number of 
recurring reports. Indeed. 72 FTEs and over $7 million are 

allocated for this purpose. Are all of these recurrin g r^orts 

still necessary? For example. 7 FTEs are dedicated to producing 
synthetic organic chemicals reports. Should not this activity be 
done by the industry itself and not financed bv the taxpayer? 

Response : 

Under the budget activity "recurring reports and services," the 
Commission provides a wide range of reports and services to the 
Congress, the President, and the trade community. Included in 
this activity are 20 recurring report series; the attached 
document provides for each series a brief profile of the reports, 
including origin, purpose, and the loss of information, if any, 
that would occur if the series were discontinued. 

It is recommended that the first reductions be made in those 
requested 332 studies that are considered "recurring reports". 
Several of those reports such as the Caribbean Basin Economic 
Recovery Act: Annual Report and the East -West Trade Report could 
be eliminated immediately or sunset. Other recurring reports 
such as the Economic Impact of the Andean Trade Preference Act, 
the U.S. Auto Industry Monthly Reports and the Commission’s 
Industry and Trade Summaries could be produced less frequently. 

Many of the recurring reports produced by the Commission clearly 
benefit special interests and could be produced by the industry 
itself. Such reports as Synthetic Organic Chemicals, Rum, 
Nonrubber Footwear, U.S. Auto Industry, and Steel have been 
requested by either Ways and Means or Finance and can only be 
discontinued if the Commission is so directed. Other special 
interest reports such as Monitoring of U.S. Imports of Tomatoes 
and Peppers, and Ethyl Alcohol for Fuel Use are statutory. 

The Commission believes that resources to continue producing its 
technical and analytical reports such as the Economic Effects of 
Significant U.S. Import Restraints; the Operation of the Trade 
Agreements Program (OTAP) ; Industry, Trade and Technology Review; 
and Trade Shifts in Selected Industries should be preserved. 

These reports embody state-of-the-art economic research and are 
widely used by the Administration and trade policy experts. 


47 


It la important to note that a significant amoiint of the work in 
recurring reports is basic research required to maintain a 
proficient level of trade expertise which the Commission has 
found essential in its statutory investigative roles and in 
apprising USTR, the Congress, other government agencies, and 
diverse private sector organizations of global industry trends, 
regional developments, and competitiveness issues. 

Question No. 5: 

What_proqrams. if anv. h as the ITC instituted in recent years to 
make_itself a more produ ctive and cost effective organization. 

The ITC, as an independent and bipartisan agency, has voluntarily 
been responsive to the requirements of the National Performance 
Review and the President through the development of a 
Streamlining Plan, Customer Service Standards, and a Strategic 
Plan. It has also been responsive to the President's September 
11, 1994 memorandum and E.O. 12839 for FTE reductions as outlined 
by 0MB. 

We are in the process of finalizing a Strategic Plan which will 
be completed by March 30, 1995. This Strategic Plan and agency 
Action Plans will incorporate goals from our Streamlining Plan. 

We have already begun the process of studying agency processes 
and have conducted several reorganizations to reduce supervisory 
to employee ratios. Our FTE staffing level has been decreasing 
steadily over the past three years, from 486 in FY 1993 to 458 
for FY 1996, and have already exceeded the reductions proposed by 
0MB through FY 1996. 

ORGANIZATIONAL STREAMLINING: 

The following illustrates some of the ITC's organizational 
streamlining: 

• The Office of Industries was reduced from 7 to 4 
divisions. The reasons for the new structure were to 
reduce the number of middle managers and consolidate 
some of the support functions in light of reductions in 
staffing. In summary, the office has dropped one SES 
position, three GS-15 division chief positions, and one 
GS-14 branch chief position (a 22% decline in overall 
management) . Over the same period of time the total 
office has gone from an authorized level of 144 to 125 
persons, (a 13% reduction in staff) . 

• The Office of Tariff Affairs and Trade Agreements has 
undergone substantial organizational and personnel 
changes. The staff was reduced over a period of years 
from 24 in FY 1990 to 16 in 1995. This has required a 
streamlining of work processes. One Division was 
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abolished and the employees were reassigned to another 
Division, eliminating a Division Director position and 
increasing the employee to supervisor ratio. There is 
another reorganization proposal under cox^sideration 
that would eliminate the remaining divisions of the 
office, thereby resulting in a further reduction of 
middle management . 

• The Office of Unfair Import Investigations has been 
reduced in staff from 18 in FY 1992 to 15 in FY 1995. 

As a result they have continually looked for ways to 
streamline processes. 

• In the Office of Information Services there have been 

several reorganizations. The first was in 1993 when 
the Office of Information Services was transferred to 
the Office of Operations. In 1994 the Office of 
Information Services was combined with the Library and 
Statistical Services Division. We are currently in the 
process of eliminating two out of three supervisory 
positions in the Library. From 1992 to the present 
the Library has had a one third reduction in staff with 
no decrease in workload. Over the next months we will 
be studying what functions might be contracted out . 

More recently the Editorial staff was transferred to 
this organization, eliminating a supervisor. This 
action consolidated all functions concerned with 
information. 

We are in the process of studying the overall Office of 
Information Services to determine what is most 
efficient and cost effective. We have recently moved 
two Divisions together and eliminated one management 
position thereby increasing the employee to supervisor 
, ratio to 1 to 18. 

• The Office of the General Counsel has reduced staff by 
four attorneys and one paralegal since 1993 while 
services have expanded. They, however, are in an area 
where we have projected growth because of the Uruguay 
Round legislation. 

PROCESS STREAMLINING: 

The following illustrate some of the streamlining efforts in 

ITC's programs: 

• When a request for an investigation under section 
332(g) is anticipated from Ways & Means, Finance, the 
President, or USTR, the Commission staff always seeks 
an opportunity to comment on the draft requests; staff 
works with requestors to ensure that the studies are as 
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focused as possible so that the Commission can provide 
the needed information in the most cost effective 
manner. Staff also seeks to have sunset dates included 
in all requests likely to require recurring reports. 

• Commission staff seeks whenever possible to provide 
information to the USTR and Congress on an informal 
staf f-to-staf f basis without the institution of a 
formal 332 investigation. This approach is used 
particularly when the tum-around time for the 
information is short and no formal proceeding and 
report are desired. This approach also avoids the 
costs associated with a formal section 332 
investigation and possible published report. 

• The Commission has sought to develop specialized 
expertise in specific individuals in a variety of 
aspects of competitiveness which should in the long run 
provide efficiencies in the production of 332 studies. 
Specifically, the Commission has built and continues to 
build, expertise in antitrust/competition policy, 
intellectual property rights, labor standards, market 
access barriers, and the environment. It has also 
sought to enhance its in-house capability to assess 
economy- wide consequences of changes in trade policies 
and industry performance. 

• Section 332 staff has a long history of streamlining 
efforts to present study findings in the most concise 
and user-friendly format for the requestor and in a 
manner that minimizes publication and other costa. For 
example, when feasible, staff, with the assistance of 
the requestor, has developed standardized or tabular 
formats in lieu of lengthy text. 

• Where necessary and on a limited basis, we have 
purchased databases in order to meet the needs of the 
requester. This has been done only where staff either 
could not recreate the database or would have to expend 
extensive Commission resources to do so. 

• When legislation for specific section 332 studies is 
introduced in Congress, the Commission reviews the 
proposal to ensure that it accurately describes the 
product that the drafter seeks and that it is within 
the Commission's ability to complete. This helps 
ensure the most efficient use of Commission resources. 

• Staff periodically communicates with USTR and 
Congressional staff regarding ongoing recurring reports 
to determine whether such reports continue to be 
needed . 
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• In fiscal year 1993, a radical streamlining of the 
coverage of the Operation of the Trade Agreements 
Program (OTAP) report was proposed, approved, and 
implemented. 

o A 1/3 reduction in OTAP's length was accomplished by 
eliminating redundant material, unnecessary 
"boilerplate" and coverage of marginal and "no 
action” issues. 

o Nearly 1,000 fewer work hours was spent annually on 
producing the 1992 and 1993 editions of the OTAP 
report than was spent on the 1991 edition (issued 
prior to the change) . 

• Since 1991, the Commission has made several important 
modifications to the East -West report to reflect the 
rapid political and economic changes occurring in these 
countries, resulting in continuous streamlining of the 
report . Most recently, the Commission scaled back the 
content of the East -West report to what we regard as 
the minimum required by law. Text analysis was removed 
and the reports became statistical reports. 

o Costs of producing the report have been halved as a 
result of the latest change. 

Research methods 

• The Commission has changed the way it approaches the 
requirement to report annually on the Caribbean Basin 
Economic Recovery Act (CBERA) and Andean Trade 
Preference Act (ATPA) . A single team has been assigned 
to draft both reports, whose coverage will be 
harmonized and streamlined. Some immediate cost 
savings will be possible this year, while longer-term 
savings are anticipated once the changeover is firmly 
in place: 

o CBERA and Andean travel were combined, in order to 
economize on the major element of travel cost: the 
round-trip from Washington. 

o A staggered multi-year travel schedule was adopted, 
reducing the number of countries visited in each 
region each year. 

o The Commission is working closely with the 
Department of State to improve coordination on 
fieldwork and the responsiveness of Embassy reports, 
both primary inputs into our analysis. 
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o Review layers have been combined or eliminated for 
the CBERA/Andean, OTAP, and East-West reports. 

Production and Distribution 

• In an effort to reduce printing and mailing costs: 

o Increased attention has been given to re -validation 
of mailing lists to ensure excess reports are not 
printed or mailed. To further reduce distribution 
costs, the Superintendent of Documents now sells 
those Commission reports that meet the 
Superintendent's public demand criteria. Although 
the Commission pays for the printing of the sold 
reports and no part of the proceeds received by the 
Superintendent are given to the Commission, such 
sales reduce Commission mailing costs ouid provides 
revenue to the government as a whole. 

o The Commission is currently examining the feasibility 
of making reports available to the public 
electronically via the GPO Federal Bulletin Board, 
the National Trade Data Base, ITC bulletin boards, 
Internet, and other electronic modes. Use of such 
modes should eventually make reports more quickly 
availaible to a wider audience and may also reduce 
Commission printing and mailing costs. 

• New publishing technology has been acquired which 
allows us to print reports based on actual demand, 
rather than by estimate. This has resulted in a 
reduction of three positions in the printing 
operations, and has allowed the Office of 
Administration to reduce middle management by 32%. 

• Consideration is being given to purchasing and 
designing an imaging system. This would probably 
result in the elimination of part-time or temporary 
personnel to maintain a research data base of materials 
and should make research efforts more efficient and 
reduce the paper handled and stored. The Office of the 
Secretary, the Office of Unfair Import Investigation, 
the Office of the General Counsel and the Office of 
Administration will benefit from this system, if 
obtained. 

OTHER STREAMLINING: 

• The Office of General Counsel has created automated 
systems to increase productivity and accomplish cost 
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efficiencies. The Office is reorganizing support staff 
functions and providing cross-training to law 
librarians, secretaries, and paralegals to assure that 
full service can be maintained with reduced resources 
and that tasks can be allocated in the most cost- 
efficient manner to support the productivity of legal 
personnel . 

• The Office of Information Services is in the midst of 
downsizing the agency's present mainframe -based 
international trade database to a client-server system 
that will save significant costs over the 5 -year 
lifecycle while providing better, faster and more 
reliable statistics to agency analysts. We are working 
with other agencies on the NPR's IT- 06 initiative 
(Develop an International Trade Database) to deliver 
this information to the public and reduce redundancy 
across the Federal government in developing and 
reporting these key data. 

• The Office of Finance and Budget is in the midst of 
consolidating all financial systems currently operated 
on three separate systems at three separate locations 
to a single system in one location to be more efficient 
and cost effective. This will also provide the added 
benefits of "paperless" systems and improved 
information. 

• While the ITC staffing levels are being reduced, the 
agency is also taking positive action to downsize 
related support costs. One example of this is the 
removal of telephone lines, resulting in a projected 
cost savings of approximately $100,000 in FY 1995. 
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Exhibit P. 

USXTC BBCURBING REPORTS UNDER SBCnON 332 
AND OIHER PERIODIC COMMISSKW REPORTS 

Tbe Coaunission produces t wide varies of recurring report s formally requested by tbe President or 
die Congress, or required by statute. In addition tbe Commisskni produces a nutnher of periodic 
monitoring and tedmical trade reports undertnloBa on its own initiative, in targe part because of 
Conpnsaional and general public interest in these issues. 

A significaat amount of the work in recarriiu r epo rts is basic l e s c nrch required to maintain a 
proncicat level of trade eiqiertise wh ich th e Commiasion has found eeirnnal in its statutory 
mvestigacive roles and in apprising USTR, the Congreu, other g o vet nn aem agencies, and diverse 
private sector organizationa of global indu^ trends, regional developments, and c om pet i tiveness 
issues. These reports, particular^ the adf-hmiated reports, are genenlly a ^*product of the 
investigative and monitoruv aedvitiea of the Commisaion's economims and inuutiy analysis. Even 
if the r eports are cm or diminsted, mnefa of this wo^ oust still be dnie to ma i ntain our 
readiness/cspabflto lo respond to the short investigative dmdlhies we must meet by law. Eliminating 
these reports could actually have the cAect of increasing costs, in that them reports provide an 
efficient way to respond to the many questions we receive on trade issues. 

A summary of each report follows. For convenience in esarntning the report s , they have been 
grouped into four categories. 

SatUtOa SpacMl unerest USOjuunDGE 

CBERA SOC InqxMt Redrainta 

Ethyl Alcohol Rum GATS Services 

Tomatoes Footwear 

Autos 

Trade Steel 

OTAP 

East-West Trade 



Production Sharing 
Muttifiber Ag 
Trade Sbifta 


ITTR’s 

lER's 


Reports ttitt amid be produad im frwuHttb 

East-West Trade 

SOC 

Footwear 

Autos 

Steel 

Import Restraints 
Indus try Summaries 
ITTR’s 
lER’s 

Rtpoitt vift.uuBg jroymaitt 

Tomatoes (2009) 

Peppers (2009) 

Sted (April 1995) 
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STATUTORY REPORTS 


TITLE: Caribbean Karin Econoaric Secorcry Act: Amnial Report (332-227) 

FREQUENCY: Aimuai (no sunset) 

REQUE57X)R: CBERA 
INmATION: 3/21/86 
FY^ COST: $134,835 
NO. PRINTED IN FY-94; 1.833 

ORIGIN/PURPOSE . -This rrort series was mimriiited the Caribbean Basin Economic Recovery 
Act (CBERA) (Public Law 98-67. title IQ. The law set up a series of onorime duty reductions for 
certain Caribbean and Central American countries. Ibe reductions woe Domedprocal and were to 
last for 10 years. The law contained no sunset provision, and when the CBERA was modified in 
1990* to eltminate the scheduled 1993 tennsnation date, both the duty reductions and the reportiiig 
requirement became pomaneot. 

The ammal report analyzes trade with die Caribbean Basin focusing on imports entering und^ 
CBERA tariff provisions. It also addresses the statutory of analyzing the intact of the 

CBERA on U.S. industries and oonsunun, and estimating the probride future effects of the Act on 
the U.S. economy. The ninth report, issn^ September 1994. contained a retrospective on CBERA's 
first ten years of opoation. 

INFORMATION LOSS IF DISOQNTINUED .-Tbe imit is the only U.S. Government source that 
analyzes the effect of the CBERA program on U.S. industries, oonsumen. and trade. Its particular 
service lies in its poteotul to ideotify U.S. tndustry/product that might be threatened by CBERA 
tariff preferences. In die absence of this report, (he objective anriym of the effec ts of the CBERA 
program provided by the Commission would be unavailable. The Department of Labor is required 
by the statute to report annually on die impact of the (BERA on U.S. enqiloyment. The Ofro of 
the U.S. Trade Representative was required by the 1990 Act to report triomially on the CBERA 
program. However, only the ITC compiles and systematicrily presents data on U.S. imports under 
die CBERA program, assesses their impact on U.S. industries and consumers, and identifies 
prospective imports. The USTR report does include a db^iter on trade betwira die United States 
and CBERA countries, but it draws largely upon die annual reports of the ITC. The ITC report also 
contains a unique survey of CBERA-relat^ investment that helps os flag potential iniporis under the 
program. (Commerce no longer collects such dau.) 

COMMENT . -A sunset provision could be added to the statute. 


^ CuBtoau and Trade Act of 1990, Public Law 101-382, title ZZ, 104 Stat. 
£29, 19 U.S.C. 2101 note. 
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TITLE; Bttqrt Akohol for Vad Ue Dctcnniimttoii of the Baw Quanttly of Im ports (332-288) 

FREQU^CY: Ammsl (no tmiMt) 

REC^OESTOR: Sted Tr^ Liboalizadoii Act 

mmATION: 3/9/90 

FY-04 COST: $5,324 

NO. PRINTED IN FY-94: 10 

QRlCgN/PURPQSE .-This npoft is fequind by the Steel Trade Ubenlizition Act, which requires 
USITC to detenninc anm^y the U.S. domestic market for fuel etiM dodiol. Tlie report is 
provided to the U.S. CastoDs Service which uses the number gener a t e d in the report to estaUiah the 
^base quantity” of imports that can be imp o r te d with a zero perc e nt local feedstock requireaiem. 

INFQRMATl(3NXOSS IF DCCONTTNUED .-TTie data fer this report are firom published sources: 
the Department of Energy and the Dep artmen t of Commerce. The report is. however, very low 
cost. 


TITLE; Monhoriqg of U.S. Imports of Tomatoes (332^350) and Pe ppers (332-351) 

FREQUENCY: Annual (sunset in 2009) 

REQUESTOR; NAFTA 
mmATION; 12/30/93 

FY-94 COST: $74,172 (Tomatoes) $39,172 (Peppers) 

NO. PRINTED m FY-94: 1.182 (Tomames) 1,182 (Peppers) 

ORlGm/PURPOSE .-Section 316 of the North American Free-Trade Agreement Implementation Act 
(NAFTA Inq>lenieatatkni Act) remires the Commission to monitor impoits of fresh tomatoes and 
fresh peppers until January 1, 2009, ^ purposes of eoqwdicing a reqi^ for provisional relief from 
imports of a perishable agriouitural conumtty. SectioD 316 of the NAFTA mqileoieotaiio& Act was 
added to get Florida Ouigretsional sumort few the passage of the NAFTA Implementation Act. (The 
producers of tomatoes and peppers in Honda are not the originatofs of sectioD 316.) Although the 
statute does not require the Gommistioo to publish reports on the moniiorin^, the Commission issued 
rqKffts after the firsc year of monitor^ stating ”... it would be uaeftil to mfbrm the Congw and 
the public of tbe progress we are having in implementing sectioD 316.” The reports are strtistkal 
and costs associated with publishing the data are minimal. 

PffQRMATON LOSS IT PI5.0CttnM/EP.--'nte reports covering the first year of monitoring 
included data on responses to Commisskm questionnaires. The methodology has been modified so 
that questionnaires are no longer being used, thus greatly reducing tbe costs of the monitoring. All 
of the data currently being used in tbe monitoriag are public dam from a variety of sources. A 
cessation of tbe monitoring would preclude the domestic industry producing 6w tomitoes or fresh 
peppm from filing s pedtKm (under section 202 of the Trade Art of 1974 or section 302 of the 
NAin'A Implemeination Act) for provisional relief from im por ts . The provisra for provisioiial 
import relim require the Commission to make a prdiminary injury determination whbm 21 days of 
the receipt of a petition for relief, and if that determinatkm is affirmative, to fecommend tbe 
appropriate provisional relief. The regular section 201 relief from inmorts would be too late to 
provi^ meniittgfiil relief for producers of perishable agrkolniral products during the cuncm year. 

The momtoring reports prepared by USITC staff show tbe progress tbe stsff makes every year on 
collecting the dau required under the NAFTA Implementation Act for monitoring purpow. The 
reports are sent to indusby representatives, CongimioDal C^ommittBea, and the UyTR. 
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TITLE; Bnmnnitr liapart of the Andean Trade Pi efcren cc Act (332^352) 

FREQU ^C Y: Amual (no uuet) 

REQUESTOR: Andean Trade Prefiereoce Act 

mmATION: 2/17W 

FY-94 COST: $126,643 

NO. PRINTED IN FY-94: 786 

ORIGIN/PURPOSE .-Rfyort aeries was numdated by the Andean Trade Prefennoe Act (ATPA) 
{Public Law 102*182, title n Stat. 1236, 19 U.S.C. 3201 et aeq.] The law antborized ite President 
to proclaim piefaren fr J duty tt wjtmpnr fyt rmrt»m articles fr(»n Rolivia, Colombia, Ecuador, and 
Peru. The prefeteatial treatment is scheduled to expire on December 4, 2001. There is no sunset 
provision included in the law. If the duty ueatment were to be eitcnded or madg permanent, as 
faappoied with the CBERA, the annual renortiqg requirement would likdy continue. The USITC has 
submitted only one report in this series. The second report is scheduled to be tranamitted to the 
Congress on September 30, 1995. 

The annual report analyzes trade with the ATPA beoefici^ countries in the year under review. It 
also addresses the statutory mandates of reporting on the impact of die ATPA on U.S. industries and 
consumers, and fstimittfs the probable future effects of die Act on the U.S. econon^. In addition, 
the Act requires the Commission to rqion on the ATPA's 'effectiveness ... in promoting drug* 
related crop mdicatkm and crop substitution efforts” in die region. 

INFORMATION LOSS IF DISCONTINUED . -The report is the only U.S. Government source that 
analyzes the effect of the ATPA program on digibie U.S. industries and trade. Its particular sovice 
lies in its potential to identify any U.S. industiy/product that nugfat be t far e a ie n e d ^ ATPA tariff 
preferences. In the absence of this report, the objective analysis provided by the Commission would 
be unavailable. The imports under dm ATPA program are fully identified, examined, analyzed, and 
published by the ITC. The Office of the U.S. Tr^e Representative conqilcted its first triomial 
report on the operation of the ATPA, as required by section 203 (f) of the statute, in February 1995. 
The USTR rniort focuses on different aspei^ of the program, specifically, factors affecting the 
designation or countries and limitations on the designkion as weal as c onsid eration of the certification 
criteria regarding narcotics cooperation. The statistical tables in the USTR r epo r t are drawn 
directly/dupiicat^ from those contained in the USTTC report. 

COMMENT .-* A sunset provision could be added to the statute. 
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TITLE: OperatioD of the Trade A g rec m c Mte Pracram (OTAF) Rcpoit (>Im known as 
Year in Trade) 

FREQUENCY: Anmutl (do sunset) 

REQUESTOR: Section 163(b) of the Trade Act of 1974 (current sutfaorily). 

INTHATION: 1947 

FY-94 COST: $192,000 (represents penonnel costs only). 

NO. PRINTED IN FY-94; 1.591 

ORIGIN/PURPOSE .-Since 1947. the ITC has been required to annually report on the o per ati on of 
the trade agreements progr a m; present authority is found in Seetkm 163(b) of the Trade Aa of 1974. 

OTAP provides a tetual record of U.S. bilateral, regional, and multilateral trade agreements, and 
die administration of U.S. trade laws, cegulatioos, a^ p r ogran as . It assesses the progress of the 
trade agreements p ro gram lanncbed in 1934 and serves as a principal r efere nc e tool to Congress, the 
President, and the trade policy community generally. 

The 1994 OTAP will cover WTO implementation. NAFTA’s first year, the APEC Ministerial and 
Summit of the Americas, the peso crisis, GATT accession talks with China, the U.S. -Japan 
Framework A^eement, CBERA and ATP A. and similar topics. 

INFORMATIO N LOSS IF DISCONTINUED. -Since passage of the Trade Expansion Act of 1962, 
the President has also been required to amiually report on the operation of die trade agreements 
program. However, owing to the Commiasion'^s non-partuan structure, the ITC report is an 
indepeadmt account of U.S. trade activities. The comprefaensive coverage and detailed 
doounentatioo of die TTC report is also unique. For exaimle, the ITC report includes statistical 
tables on U.S. imports under trade preference programs ((^. CBERA, Andean) as wdl as complete 
listings of antidufflping, countervailtng-duty. iiralectuai right infiiiigement, and Section 301 

cases. In addition it lists countries thk have ratified the Wit), members of GATT non-tariff barrier 
codes, countries with which the United States has textile agreements and quou levels, antidump ing 
acdoDs by other nations, and in i p or tmt disputes accepted ^ the GATT fm resolution. These are not 
included in tibe USTR report or readily avt^able elsewhere. 

Other USG reports provide some bilateral trade and economic information: 

• USTR, ^National Trade Estimate Report on Foreign Trade Barriers” 

• Dept, of State, "Country Rn^rts on Economic Policy and Trade Practices* 

• ITA/DOC, 'Country Cbmmnctal Guides” 

These reports focus on cataloging foreign barriers to U.S. commerce, whereas the ITC report 
describes issues under n^otiatioa, U.S. and foreign positions and actual agreements achieved each 
year. The FTC report provides foil cites to primary and valid secondary sources. This historical 
record permits tracking of progress and important documents (e.g., the trade agreements reached 
with Japan) over a number of years. 

COMMENT .-The ITC OTAP report provides in-depth and objective covera^, making it a "one- 
stop* reference source for the most sought after and difficuh to find information on U.S. trade and 
trade agreements. Over the last two yen, steps have been taken to streamline the report and 
improve its usefulness, making h one-third shorter. We contioue to evaluate coverage to identify 
ftiiM economies. 
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TTTLE: BMt-Wcit Ttwfe Bcpcrt 

FREQUENCY: Quartnly (no uuel) 

REQUESTOR: Title IV, sectkm 410 of ttae Trade Act of 1974 
INmAlKW^: 1974 

FY-94 COST: STfjOOO (repraacats penonnel costs only). 

NO. PRINTED IN FY-94: S3(Vqoartefly report 

ORIGIN/PURPQSE . —Title IV, s fctkm 410 of tbe Trade Act of 1974, requim the CommiaskHi to 
monitor tbe flow of imprats and eip ortB between the United Stales and 'nomnotet e cono ny" 
countries and to publisn a de ta ile d s n mmary of the data collected each quarter. In addition, 

Title IV specifles that the Commisskm monitor the cllect of imports from these countries on output 
and employmeot in the United States. To fnifill this re q uir emen t , the Commisi^ developed an 
automated trade^nonilormg systtm to identify nqiidly growiQg in i ports of goods from 

the countries covered by these reports and to memure the penetration of soefa imp or ts in U.S. 
markets. 

Each quarterly report provkto detailed trade data on the following countries: Albania, Anmia, 
Azerbaijan, Bcilarua, Bulgaria, (Cambodia, China, Cuba, Georgia, KaaaJrtMtan, bigyzstan, Laos, 
Moldova, Mongolia, Nora Korea, Romania, Russia, T^ikist^ Ibikmnaistan, Ukraine, Uzbefcikan, 
and Vkmam. 

INFORMATION LOSS IF J)ISC0NT1NUED.-Trade dma pobiialied by this series of tepoits are 
avaUahle frrmi the U.S. B ure a u of the Censns. However, to the best ot oat knowledge, the 
Commission is un ique in mamiaintM and nmning a trade monitoriqg syMcm to figs rapid growth of 
imports from the countriss covered ^ these repM and to c ompare the results wim data on oimwt 
and employmem in dome s tic indutries. Ibe monitoriqg system is ran once s year; m aimual East- 
West r^ort identifies changes in o utput and emplaymeiit hi U.S. wlm the monitoring 

system mdiratra rqpid growth of imports. 

COMMENT -Since 1991, die Commission has made several important modifications to the East- 
West report to reflect the rapid politkri and eco nomi c changm occurring in these countries, resulting 
in contmuous streamlmny of the r eport. In 1993, the Commission su p po rte d s move by tbe House 
Ways and Means Committee and the Senate Committee on Finanoe to conridcr legislation that would 
repw the requirement that the Commimioa continue produciqg this report series. No final action 
was taken on this legialatkm, however. Because the Comnussm*! ovendgbt committees ve 
to repeal the requirement, the Commisskm scaled back the c on tem of the reports to what we regard 
as the minimum required by law. In easenoe, text anafytit was removed and the reports were 
converted to statist^ reports. 
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SIVCIAL INTEREST KEFOKTS 


TITLE: S^^ndMlk OiEuric OHmkafe (33^15^ 

FREQUENCY; Quarterly and Aonual (no sunset) 

REQUESTOR: Ways A Means 
INITIATION: 2/1/82 
Fy-94 COST: $271,214 

NO. PRINTED IN FY-94: 2.150 (annual) SSO/quarleriy report 

ORIGIN/PURPOSE . -The Synthetic Organic Chemicals (SOC) Reports, an «mual report and 4 
quarterly reports, were requested by the Committee on Ways and Means (Sam M. Gibbons) on April 
27. 1988. The reports are used by the public and private sectors. When prevkHisly queened, the 
production of the reports was supported ^ phone calls and written oorrespondeDce from individual 
conq>anies, particularly chemical oon^ianies. industry trade associations, m various Oovemmeot 
agencies Including: OMB. EPA. Intermr. Labor. (Commerce, and Treasury. The data are also 
included in UN publications. 

INFORMATION LOSS IF DlSCONTOnJED .-Ihe c hemic al production and sales data in the reports 
are the result of a primary data collection effort wherein the data are secured from manufrctuiers by 
questionnaires. No other (jovemment sgeocy collects or is authorized to collea such primary 
^emical data. The C!ensns Department does not collect sudi chemical data in hs "Survey of 
Manufsctuters*. but instead uses die data published in the SCXT Re^iorts. Theprim^ ditt are 
presented in the in aggregated to nominee form for apmximately 1200 individual chemicals 
and for another 4800 chemicals in grouped form to avoid the divulgaioe of confideotial business 
information. Without the SOC Rcp(^ production and sales data for approximately 6000 chemicals 
would be unavailable to public or private users. 

COMMENT . -The frequency of the quait^y reports could be reduced tt> twice per year. While this 
periodici^ is not preferred, it would still provide users with a bench mark indicator of the state of 
the chemical indukry over the course of the year. 


TITLE: Rum: Annual Report on Sdected Economic Indkators 032-175) 

FREQUENCY: Annual (no sunset) 

REQUESTOR: Senate Finance 
INmATTON: 1/13/84 
FY-94 COST: $2,853 
NO. PRINTED IN FY-94: 237 

QRIGIN/PURPQSE .-Qn December 21, 1983, Senator Bob Dole, then Chairman of the U.S. Senate 
Committee on Finance, sent a request to prepare and publish an annuai report evaluating the effects 
of the Caribbean Basin Initiative (CBI) on conditions of compecitkm for rum in the U.S. market. 

The report is distributed to rum producers primarily in die US Virgin Islands and Puerto Rico, rum 
bottlers and wbolesalen, and indiistxy representatives who use the report to monitor developments 
under the CBI. 

I NFORMAHON LOSS I F PBQQ^^^NUro -Duce mtin^ of the Rum Report wUI result in 
information becoming unavailable to the public in several areas. The Rum Report is the only 
conveniently-available source of reliable rum production data on a calendar year basis; adjusted for 
production levels of the U.S. Virgin Islands (uSVI) and Poerto Rko; adjusted for possible double- 
counting from productioD-ahariQg operations; convmtsd into consistent units of measurement; and 
adjusted for cbuiges in stocks. 

COMMENT . -Senator Dole's 1983 letter requested that the Rum Reports should cootiiiue annually 
for as long as duty-free tr e at ment for rum is accorded to members of the Caribbean Basin Recovery 
Act. 
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TITLE: NomUkcr Footwean Quarterly ftatliltiril EcpMis (332^191) 

FREQUENCY : Quarterly (do sunset) 

REQUESTOR: Senate Finance 
INITIATION: 8/28/84 
FY^ COST; $11,757 

NO. PRINTED IN FY-94: 260/quarterly report 

QRIfilN/PURPQSE . -These quarterly reports are polished under section 332 in response to a 
request from the Senate Finance Commit to monitor ftxicwear. The Footwear Industries of 
America were behind the request and axe strongly in frvor of keeping die report. MHdb Cooper, 
counseJ for rubber footwear producers, is also a strong su|qiortcr of the repori. 

INFORMATIO N LOSS IF DISCC»fTINUED . -Almost all the raw data used to generate these 
rqiorts are already available to die public. However, the data are for the most part unusable in their 
raw state and must be massaged togeAia to fodlitate com p r ehension of conditaons in the footwear 
industry. Moreover, the data are gather ed from difiereot agencies and also from dif fer e n t offices 
widiin a given agency. For example, <me has to call diffe r ^ offices within BLS for data on 
employment, unenqiloymem, producer prices, and consumer prices. The onl^ data in the ITC report 
that are not rendily available to the geo^ p^ic are filant dosmfs and opcsuQgs that we obtain 
from Footwear Industries of America, a trade association for U.S. footwear firm. Data on plant 
closings/opeDings ate published only on an annual basis and are inchiried in the reports covering the 
fourth quarter of each year. 

COMMENT ■ -This report is already low cost In order to cut costs further the ouaiterly footwear 
report could be converted to an am^ report and published in March or April of each year. 


TmJE: U^. Auto Indnstry: Monthly Seperts (332-207) 

FREQUENCTT: Monthly (no sunset) 

REQUESTOR: Ways & Means 
INIXIATION: 3/6/85 
FY-W<XKT: $17,328 

NO. PRINIED IN FY^; 46Q/ii»iithIy report 

ORIGIN/PURFQSE .-Qn February 12, 1985, die Commission received a request from the 
Saboommittee on Trade to conduct monthljr monitor^ rc^ioits of the U.S. automobile industry. The 
primary purpose of the request was to monitor the rising import share of the U.S. market for 
automobiles. 

nffQRMA'nOMLQSS IF PlSflOTlMUEP -'nie breakdown of trade data fay product (passenger 
autos and li^ trucks) and the detail on import sources and export markets are the efemeats of . 
the report. These data should also be available in a similar form from the Department of 
Commerce; however, many requestors have faidicaifd that this is not an optkm if their need is 
immediate. In addition, to reproduce the bulk of the rot of the report, one would have to sea r ch die 
latest weekly editioiis of Automotive News for sales, iffoduction, and certain price data; and call the 
Department of Labor for current employment infoimatioo and oonaumer and producer price data. 

COMMENT .-The report is the most efficient way to distribute the aforementioned trade data to the 
public and other goveamment a g en ci es. Recmicnis of the report have stated a ttiong pr etference for 
comimiing to receive it on a monthly basis, however, the frequency of the reports could be reduced. 
The cost of the report can be reduced significandy by limicing its content to trade data. 
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TITLE; Steel: ScnU-Aimual Monitorios Reports (332>327) 

FREQUENCY: SeQU-anmial (sunset in April 1995) 

REQUESTOR; Ways & Means 
INITIATION: 7/9/fe 
FY-94 COST: $l(r7.3IO 

NO. PRINTED IN FY-94: SCXl/senu-annual report 

QRinfN/PURPOSE . -The Conunittee on Ways and Means, in conjunction with interest by the House 
and Senate Sted Caucuses, and the tted indu^, requested concise, object^ analwis or global 
industry trends and topical conqMtitive issues in the aftennath of the eaq)iration of the Voluntary 
Restraint Agreements and the collapse of negotiations for a Multilateral Steel Agreon^. A sunset 
date of A]^ was established for the semiannual aeriea, scaled back from the prior quarterly 
reports. Tlw ITC is in die inocess of contacting requestors for advice on the desir^UHy of 
exte^ing, modifymg, or corouding the semian^ report. 

INFORMATION LOSS IF DISCQNTINIJED .-Tbe principal industry users have told us that this 
impartial assessment in areas of technology and operioing performance, and factors afiectiiig the steel 
industry's conqietitive standing, is not available eLuwhera, and that the industry data and 
inteniational comparisons ate more rradily accessible dian other sources. Spenfi^ly. data generated 
by ITC questionnaires provides unique product line information cm coital eo^ieoditures, research and 
development, environmental expenditures, capacity, production, edacity utiltzation, profit and loss, 
and general information on export activities. Aldioiigh the Commission's compilation of raw steel 
production, product line shipments, environmental costs, and the income statement data are available 
mm other sources,^ our coverage of the industry is generally superior and enables an objective 
assessment of industry developments. 

COMMENT . -These reporo could be converted to an annual report. These reports facilitate a quick 
turnaround in addressing diverse Congtessioiial, Executive ageo^, and public inquiries that 
otfavwtse might go or would require significantly mote time and wto such requests are 
received. 


^ Sources of similar data incliide the American Iron and Steel Institute, 
the Bnviroomental Protection Agency, and the C79 Dq>artaent of Ccmnerce. Most 
of these sources provide proxy data or more general data froo which estimates 
would have to be made to replicate our data. 
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USTR ASSlffTANCE SBPORTS 


TITLE: Hk Kconomfa; Effects of Stonffiamt U^. Import Rmtniali (m<325) 

FREQUENCY: Bi-mmial (no nmset) 

REQUESTOR: USTR 
INITIATION: 6/5/92 

COST: Approx. S200,00(Vyear fnic Ent bunnual report had a total cost of $399,000 and qunoed 
parts of FY-92.-93,&-94.J 
NO. PRINTED IN FY-94: 1.456 

ORIGIN/PURPQSE .-This rmrt series becan in 1989 as three individnal ftudies--niaiiii£ictitrmg. 
agriculture, and servkes-perrormed in renmise to a request of the Senate Ftnanoe Omunitt e t 
under section 332(g) of the Tariff Act of 1930. Hw United States Trade Rspnaentative (USTR) 
found the original midies e xtreme ly osefol and conietpiendy requested in 1993 that the TTC 
consolidate and up d ate the three studies and accompliw this biiomalty thereafter. There is no sumet 
provision in the USTR request The next Inqwrt Restraints Report is scheduled to be delivered in 
November 1995. 

The biannual report quantifies the nnpart of U.S. import res trai nts on the domestic eooiKHire utilizing 
a conqnrtable gaetal equUifarium (O^ model of the United Statts that was developed and is 
maintained m-house by FTC ectmomists. Tlie rep ort analyses the inter-industry relatkmships iinong 
U.S. economic sectors. It provides estoMtes of the effec ts on (noduction, cna^t^fmeat. exprets, 
inmorts, and real consumer inoomes of enmot U.S. tarifb, quotas, and other iiupori reatramts on an 
indust^-t^-industry basis. This fram ew o rk providca ft>r a oonaiaseat, co mpr ehensive 

analysis of import restraims. 

INFQRMATTQN LOSS IF DISCQNTI NUED .-'n» Immit Restraints Report is the only recurring, 
bipartisan U.S. Govenunent analysis of the effea of U.S. iimon restraims tm the domestic economy 
that enfoodics state-oftfae-art economic research. The FTC CGE model is entirdy uiuqiie, and its 
acconqranyi^ datahaae provides the gre a est U.S. sectoral detail that is available anywhere. The 
comprehensive nature or the model provides an ec o n o m y -wide context foo’ the analysis of pending 
trade issues. The FTC CGE model mcludes s U.S. oomponcot representing a SOO sector depictioD of 
the domestic economy, and a ^obal conqwnem that emphasizes U.S. trading relationships widi Latin 
American countries Hd countries of the Asian Pacific Economk Coopermion (APEC) r^ion. The 
results of this analytical work are used on a rq^iilar basis 1^ the Congress and by the Of^ of the 
President. For example, USTR uses the FTC model results in prepanng for trarte negotiatioas. in 
evaluating the tariff nmivalems of die agricultural quotas for the Uruguay Round, and in analyzing 
the poter^ aooession of countries to the North American Free Trade Area. In addition, 

die Council of Roomie Advisors has used the FTC modelen* expertise in providing the basis for 
U.S. Govenunent comributkms to the OECD expens' working group on mailcet access barriers. 

COMMENT . -Tbe original In^n Restraints Repon was a {diased study-eaefa |diase completed 
sequentially, on an annual basis, ovm a diree-year reporting cyde. This schedule was modified in 
1993 so as to inqirove tbe tniality of tbe rqmrt, and achieve productioo efficieocies-diere is now a 
single, consolidated report done on a biannual basis. 


TITLE: ServkcB: U,S. Srbednte of Scrvke C ominttui o iiB imder GATS P32-354) 

FREQUENCY: Update as required (no sunset) 

REQUESTOR: UCTR 
INFITATION: 5/13/94 
FY-94 COST: $72,d30 

NO. PRINTED IN FY-94: Hard copies produced by GPO; CommissiOD distributes electronicalty. 

QRIcaN/PURPOSE .-lnvcsdgatkm No. 332-354, Program to Mamtam U.S. Schedule of Services 
Cforamttmenti, was hiitiared at the request of the U.S. Trade Reimeaative in 1994. As a ttgnatory 
to the General Agiemeat on Trade in Services (GATS), negotiated nnter the GATT, the U.S. 
Governmeot is obligated tt> maiottm and update the U.S. SAedule of Comminneats, just as it is 
obligated to maintain and update the Harmonized Tariff Syatem (HTS). The U.S. Sdmdule qiecito 
marm access, national ti witinHW , MFN Ueatm e nv , and omer c ommitm e nts regarding specific service 
industries. 

INFORMATION LOSS IFJ>ISCX)NnNUED .-lf m a in t tnanre of the U.S. Schedule ceased, there 
would be 00 up-«Hlate list of the United States’ commhiB c n tt, and tbe United States would be in 
violation of the GATS. If tbe C^ommisskm eliminated this progra^ USTR would have to manwahi 
the Schedule itself, or request that another age>^ nurintain it Eliminatiitg diis program would be 
a u j io g o ii* to elinunating the pr ogram to iwitttum the HTS. 

COMMENT . -Tbe coat of this report U c yec ie d to decrease by 20 percent over the next several 
years. The first year of tbe program lequM staff to ooostnict an electronic dafiihasft in which to 
store the U.S. Schedule and to learn new software packages with which to search and manipiilste the 
Schedule. 
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MONTTORlNG/rBCHNICAL SSPORTS 


UTLE; PitMliictkm Shariqfi under BTS Items 98(IZ.00d0 & M 032-237) 

FREQUENCY: Annual (Conuniasioo reviews annually) 

REQUESTOR; USITC 
INITIATION; 8/19/86 
FY-94 COST: $113,491 
NO. PRINTED IN FY-94: 2,541 

ORIGIN/PURPOSE .-'niis i^rt, initially requested by the Congress, has been contimied by the 
Commission on its own motion atbu periodic reviews of self-in^osed sunset provisions. Toete is 
significant interest, based on Congressional and public in^piirica, for this unique analysis of data that 
explains the use of U.S.-made components and materials m forc^ assembly operations; such 
pn^uction sharing is an important strategy for many U.S. firms competing m ^ domestic market 
whb l^r-intensive pnxfocts made by Asian producers. 

INFORMATION LOSS IF DISOQ NnNUED .-Tbe ITC provides data and analysis that would be 
absent without this rmit, including oonmilation of inqwits from the maquiladora industry in 
Mexico, the effects of NAFTA on U.S.-Mexioo trade, the role of U.S. oonmanies in the growth of 
export-oriented industries in the Caribbean Basin, and pari^ with NAITA for textile and sppard 
inqxirts from CBI countries. No other Government or private orsanization provides a periodic 
analysis, and the statistics are not available to subscribers or punmasers of standard dau tapes (or 
CDs) from the Bureau of the Census. Such data are available only from special tmes that show 
imports under "seconda^ rqxmiQg codes.” However, considerable programming required by the 
Commission to cross-cefetence production sharing trade with data ^ total trade, to produce the 
country- and commodity-specific data needed to analyze issues of importance to the trade community. 


TITLE: MuHiflber Agreanent: Annual Report (332-343) 

FREQUENCY: Annual (Commission reviews annualiy) 

REQUESTOR; USITC 

INITIATION: 6/15/93 

FY-94 COST: $3,738 

NO. PRINTED IN FY-94; 289 


ORIGIN/PURPQSE . -ID originally prep ared the annual reports to as to re^Kind wickly to numerous 
requests for data from congressional staff, other agencies, and the public in the 198Qs when textile 
quM legislation and MFA renewal were under consideration. Ibe report has since become an 
impoftant research tool for researchers in both the public and private sector. 


INFQRMAnQN LOSS IF Pl5CQNTOfUEQ-‘-*nie ITC report is unique among the rroorts available 
on US trade in MFA goods. The user friendly repoA was tailored to meet the needs of the 
congressional staff and other agencies that called most oftoi for textile and apparel import data. The 
rnort contains 4 years of Quantity data, and also corresponding value data not readily available from 
omer sources, for each of me nearly 1^ product otegorks used by Co mm e ro e to administer the 
quota program. Without the ITC report, the public would not have ready access to quantity and 
value data covering imports by source country and by 'MFA product category. 


COMMENT .-Conthmation of the repon for at least another 3 years will allow the Commission to 
monitor changes in trade patterns resul^ from (1) the new rules of ori^ for textiles and apparel 
created by the Congress and contained in die Uruguay Round implementing fegislatkm and (2) the 
10-year phaseout of the MFA quota program contained in the same legialaBon. 
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TITLE: Trade SbUb In Selected IndMrke (332 t34S) 

FREQUENCY : Aoinial (Commisiion reviews anmully) 

REQUESTOR: USITC 

INTIIATION: 8/27/93 (originally started in early 1980s as iidq- 332 report) 

FY-94 COST: $154,671 

NO. HUNTED IN FY-94: 1,434 


ORlGlN/PURPOSE .-'niis report was developed the Commiaaion in response to Congressional 
inttf ipitt in estaUistaing a sytteiDitic "* **"■ of ezanuning and r ep^ n i i^ on Ite ugnificainoe of nuyor 
trade shifts, by product aiu with leediQg U.S. trading partners, in the services sector and in all 
Sgricoltural m^n u fiM^ trhi j industries. 



INFORMATION LOSS IF DBOQNTTNUED .-TlierrC is unupehrmalif^ 

impoxt. ea tport , trade balance, and ndustry profile data (dmnettic oouauiir^ 

employment, and inqM penetration) in r e cent S-year pviods ibr nearly ! 

grcHips esamined in this report. The report was esnsiwnd in 1994 to *»■"*«»* U.S. i 

perfbnnanoe using limited data oompfled by the U.S. Bureau of Boonomic Analysis, and to provide a 
baseline asseasmenr of common facba n afiectiim longterm trends in a el e cted sectors. This capabUiiy 
cannot be replicated in the Government and meets trade monitoring activity that is to 

maintaining the esp er ti ae eoaMing the ITC to mpood tpiicUy to drmne inquiries from the pidriic. 
the Congress, and other agen ci e s . 


TITLE: Indnstiy and Trade Sannnaries 

FREQUENCY : Periodic industxy-specific reports (no sunset) 

REQUESTOR: USTTC 
INITIATION: I920i 
FY-94 COST: $1,296,4<»’ 

NO. PRINTED IN FY<94: Apptox. 8(X> copies/summary 

OMQN/PURPQSE .-The Conmiiition haa periodkaliy prodnoed "S un ana r iea" throughout its 
e si ite n oe at a principal mode of develapmg trade eaqierttie and maimainingits leadinen to ftilfill its 
statutory inveatigato leapon^itiei in ftie time ft am es allowed by law. These repottt are a by> 
product of the monitoring activitiea of the Committion*s indnatxy analytts and provide the public at 
large and the U.S. Gov enu n en t with a reliable, systenmlc, and imifixm aource of in fiw ma tiou on 
domestic and ftirBign trade in the artidea enumerated in the tariff stmenue of the United States. The 
current aeries (Mated in 1991) has puUubed over 100 reports that analyze the competitive situation 
of U.S. induatry. 

PiFORMATTOH LOSS IF PISCWTOWEP -A conaolidaied breakdown and analwis of industry 
trade, productiOD, financial, cmpkiyiiH^ and relaied dtta wonld not be readily avauaUe daewiiere 
for nuny U.S. indnetrias if the Gommaaion were to cease publihhiqg nmmanea. 

OOMMENT .-This p rom am will decline in aize as leao urce s are hicreaiinsly devoted to Tide Vn 
invearigMonsandsttffkveUareiednped. The progm cm be cut back ooodiiiihig and/or 
elfantnating summar ia s on ce rt ain hahotrias, breed on erh er ia of topicality, cuatooer interett, and 
staff woriSoad. The Commission pnblisbed 28 snnmaaire in FY-^ ^ 30 in FY-94. 


^ Thin mmber repEwaeote 70% of the PT-94 actual 
page 11 of cha budget juatificatioo. 


It aa aat forth on 
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ITTLE: lnditttiy, TMe, and TecfaDolocy Renew 

FREQUENCY: Quarterty (no iiunct) 

REQUESTOR: USTTC 
INTTIATION: 1992 

FY-94 GOST: $251,000 (npiesents penonnd costs only). 

NO. PRINTED IN FY-94: 2300/qiiartt^ fcport 

ORIGIN/PURPOSE .-Tbe Commission institiited the quartetW ITTR in October 1992 in remnse to 
Congressional and Administration mtentt in reoovi^ periotuc, timely anatnis of issiies ameting the 
global position of U.S. industries and the technological co m p e thi veaess of the United States. 

INFORMATIO N LOSS IF DISCQNTINUED .-Tlie unique trade perspective provided by the ITC's 
industry analyM on such topical issues as high-tech emergisg industries, advmoed materials, new 
technologies, intrilertiial p rop erty protection, env ironm ental rmlation, NAFTA and GATT impacts, 
new mamifiirtiiriny processes for materials, and industry gtobanzatiott-m name only a few-would 
not be readily available whbout its puUicaixm. Hiese m-deptii, yet conciae articles are a means of 
ensuring timely analysis of emerging issues and also fodlitate tlto development of the expertise 
mamtained by the ITC. 

mMMKNT -- Although timely access to ana^is of onfoldiag isaucs by policymakers would be 
signHkantiy reduced, the Commission ooaM nmit the frequency to aemisimual. 


TITLE: International Economic Review 

FREQUENCY: 11 repor ts per year (no sunset) 

REQUESTOR: USnt 
INnUTTON: 1980 

FY-94 COST: $114,000 (represents persoimd costs only). 

NO. PRINTED IN FY-94: 850/issue 

QRlGlN/PURPOSE .«-This series was idf-initiated by the Counnission in 1980 in an effort to speed 
transmtasion to Con^reas, the Executive Brandi, and die public of information already gathered in 
the course of pre|wnng statutory studies or in monitoring emerging developments in multilatefal, 
bilateral, and rmoal forums. Ten regular issues of the lER are issued annually. In addition, an 
annual chortbooi containing otstistics and graphs that depia U.S. trade with inqjor ng^ and 
countries is issued shortly after year-cod trade statistics are released. 

Each issue includes frxir m^ sections: Interoational Economic Comparisons, (comparing actual 
and projected U.S. economic performance to that of other vugor developed economies), U.S. trade 
performance (most recem data by country and oommodhy), Internatiomd Trade Devetopments 
(articles on recent trade Mlicy devdopments); and Statistical Tables. In addition, half of the issues 
contain s 'Special Focus^ feature that treats timely tmics in a more in-dqptfa fsshion. Recem 
"Special Focus" articles hove covered Trade and the Enviroiimcm and the New Trade Agenda. 

MFQRMATIQN LOSS IF DISCONTINUED. -lER compflea in one aonree a varie^ of importam 
trnle-felated information of interest to policymakers. In addition, it contains analysis of key 
economic and trade devdopments such n dramatic growth of foretm inveatmem in China , the 
peso crisis, etc. It serves as a mechanism for our counay and itgwmarexperts to independently 
assess trade-ngreemeot activity (e.g., the APEC Mhustenal, lubr^iond migration initiatives, 
Chile’s trade a gi ec i M nti ). It also is a vehicle for qaick-nsponse requests to USTR and the Hill 
regarding particular issue areas, such as economic nfonn in Latin America, export controls, 
countertrade, etc. Whereas a var^ of p^licly availdile sources report on traw policy 
devdopments or presem U.S. policy positions, few sources actually analyze tiiem m an independem 


COMMENT .-This leport is importsnt given the variety of trade initiatives currently being pursued 
by the United States, and the need for tundy, couise mfonnation. We expect to continue using lER 
as a vehicle for devdoping and preaeotiiig research on emerging trade issues that will be bdpM to 
polkynutes. Currem practice gives the (fommission flexibility to modify coverage and detennine 
periodici^ in light of Congress’ and the Presidem’s changing needs. 
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Chairman Crane. Our next witness is Michael Lane, Deputy 
Commissioner of the U.S. Customs Service, and George Weise is 
vacationing on the border. 

You may proceed, Mr. Lane. If you can try and summarize in 5 
minutes or less, that is ideal. Any further written testimony will 
be submitted for the record. 

STATEMENT OF MICHAEL H. LANE, DEPUTY COMMISSIONER, 
U.S. CUSTOMS SERVICE 

Mr. Lane. Thank you, Mr. Chairman. 

With me today on my right is Vincette Goerl, our CFO; on my 
immediate right, Wayne Hamilton, our Budget Director; and on my 
left, Sam Banks, Assistant Commissioner for Field Operations. 

As you know, the Commissioner is on the Southwest border. He 
announced Operation Hard Line together with Dr. Lee Brown, Di- 
rector of the Office of National Drug Control Policy, this weekend. 
The Commissioner is now traveling the Southwest border to kick 
off the implementation of that operation. 

Customs is pleased to make a budget request for fiscal year 1996 
of $1.4 billion and 17,133 FTE. This represents a reduction of $39 
million and 116 FTE. We believe this is a budget request that is 
both responsive and responsible. 

As you know, Mr. Chairman, Customs has concluded a decade in 
which there has been tremendous CTOwth in world trade and in al- 
most every area of Customs' worluoad and responsibility. The in- 
crease in our workload has ranged from 50 to 75 percent, and 
sometimes 100 percent, over the past 10 years. We are approaching 
a decade where those same increases — mat is, workload and activ- 
ity increases of 50 to 75 percent — ^are expected. 

As you know, over the past decade staffing and budget did not 
keep pace. We had to find other means to keep up with that work- 
load. 

In trying; to be responsive to the administration, the Vice Presi- 
dent’s National Performance Review, the Confess, this committee, 
the public and the challenges posed by our Commissioner, we are 
trying to make a Customs Service that works better and costs less. 
We are proposing a budget that relies less and less on FTE and 
budget increases and more and more on technology improved busi- 
ness techniques from the private sector and becoming a more 
information- and knowl^ge-based agency. 

We think that this strata^ is working. In fiscal year 1994, Cus- 
toms collected a record $23 billion in revenue. We increased our ef- 
fectiveness and efficiency in narcotics enforcement domesticallv and 
internationally. We successfully implemented NAFTA and the 
GATT Uruguay roimd. We provided worldwide leadership in auto- 
mation and training of other Customs Services. We replaced adver- 
sarial relationships with partnerships with other agencies, our cus- 
tomers, and employees, to provide the service and oversight of 1 
trillion dollars’ worth of goods which cross our border each year 
and almost 1 billion passengers and pedestrians that cross our bor- 
der every year. We be^an an implementation of our reorganization 
to better serve the Nation in the future. 

In summaiy, we accept the challenge and stretched goals to be 
more effective with larger workloads and decreasing budgets. The 
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NPR, the Congress, this committee and our Commissioner have 

g osed the challenge and provided the inspiration. The Customs 
ervice intends to deliver. 

That concludes my remarks, Mr. Chairman. We would be glad to 
take questions. 

[The prepared statement follows:] 
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Statement of Michael H. Lane 

Deputy Commissioner of Customs 

Authorization Hearing with the U.S. Customs Service 
Before the House Committee on Ways and Means 
Subcommittee on Trade 
February 27, 1995 

Mr. Chairman and Members of the Committee, it is Indeed a 
pleasure to be here this afternoon to discuss the activities of 
the Customs Service and to present our authorization request. 
Accompanying me are members of Customs executive management team. 

On behalf of the customs Service, I want to express our 
appreciation to the Committee for its guidance and leadership, 
which continue to help Customs achieve its vision and full 
potential for service to the Nation and to U.S. industry. 

My statement will be brief today, since Commissioner Weise, when 
he appeared before this Subcommittee on January 30, 1995, had the 
opportunity to discuss our reorganization in detail. On this 
occasion, I would like to summarize the role of the Customs 
Service and our contributions to this Nation and to the Executive 
Branch of Government, and to articulate Customs approach to its 
mission. Finally, I will outline Customs strategy for handling 
increased workload in an efficient, effective manner. 
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Customs FY 1996 budget request, which totals $1.4 billion and 
17,133 FTE, is a net reduction of $39 million and 116 FTE from 
FY 1995. Our budget request for FY 1996 recognizes the need for 
a Government that works smarter and costs less. In this time of 
shrinking resources and budgets, Customs cannot expect to receive 
continuous additions to enhance operations, despite the 
likelihood of substantial annual increases in international 
trade, travel, and tourism. Instead, the Agency is using 
innovative technological and organizational approaches, such as 
the Automated Commercial Environment and the reinvestment of 
resources freed up by restructuring our operations, to meet the 
substantial challenges of its mission. 




As the Nation's primary border agency, the Customs Service has a 
complex and varied mission, with tremendous responsibilities in 
both revenue collection and law enforcement. This means Customs 
must: 


o 


Assess and collect revenue in the form of duties, 
taxes, and fees on imported merchandise; 
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o Enforce U.S. laws intended to prevent illegal trade 
practices; 

o Protect the American ptibXic and environment from the 
introduction of prohibited hazardous and noxious 
products ; 

o Regulate the movement of persons, carriers, 

merchandise, and commodities between the United States 
and other nations, while facilitating the movement of 
all legitimate cargo, carriers, travelers, and mall; 

o Interdict narcotics and other contraband; and 

o Enforce certain provisions of the export control laws 
of the United States. 


Workload 

To carry out this mission. Customs processes an Incredible 
workload. Two statistics provide a general indication of Customs 
work: we processed over 450 million passengers in FY 1994, and 
collected $22.9 billion in revenue, making us the second largest 
revenue producer in the Federal Government- 
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In FY 1994, our Inspectors processed 389 million land passengers, 
over 58 million air passengers and over 7 million sea passengers. 
In addition, they processed 131 million vehicles, 807,000 
aircraft and 277,000 vessels. We expect that these numbers will 
continue to rise as ve approach the year 2000. Our Inspectors 
also carried out 223,200 Intensive examinations on passengers in 
FY 1994. 


The work of Inspectors and agents yielded narcotics seizures 
amounting to 204,000 pounds of cocaine, 2,600 pounds of heroin 
and 559,000 pounds of marijuana. In addition, our Increased 
focus on outbound passengers and merchandise prevented 
$50 million in illegal currency exports, which are often 
associated with laundering the profits from illegal narcotics 
transactions. We also made 507 seizures of illegally exported 
arms and munitions and 77 seizures of sensitive technology. 
Customs has helped to enforce the sanctions which the 
Administration has increasingly been using as a foreign policy 
tool. To that end, we made 57 seizures of material under 
sanctions administered by the Office of Foreign Assets Control. 

In FY 1994, Customs processed nearly 12 million formal commercial 
entries. Our Inspectors carried out 365,000 intensive exams of 
merchandise, resulting in $213 million worth of merchandise 
seizures and collection of $10.5 million in penalties on 
merchandise which violated Customs regulations. 
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Custons enforcement of hundreds of lavs, while processing 
passengers, carriers, and merchandise, results in investigative 
cases in a number of different areas, Including trade fraud, 
narcotics smuggling, money laundering and outbound enforcement. 
Our investigative activity in FY 1994 involved over 40,000 cases, 
resulting in 4,340 Class I arrests and 3,040 Class I convictions. 
(Class I cases are defined as those involving criminal or civil 
financial violations of Title 18 USC, exceeding $250,000 or 
violations of the Bank Secrecy Act.) 

Brnforoing Lavs cov ering carriers, ca rgos sad Persoms Bntering and 

ttfgiurtiBq thf qaitta 

Customs enforces lavs and regulations covering carriers, cargo, 
and persona entering and departing the United States, 
concentrating on improving levels of compliance through detection 
and interception in areas such as trade agreement violations, 
public health and safety issues, intellectual property rights, 
narcotics trafficking, unreported currency transactions, national 
security concerns, and child pornography. Customs is dedicated 
to the concept of informed compliance through education and 
outreach programs to ensure that violations are not committed 
through ignorance or a lack of understanding of the lav. 

Through its national strategies for trade enforcement, narcotics, 
outbound, and money laundering. Customs has placed a particular 
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emphasis on Improving targeting efforts at the Nation's airports, 
seaports, and land borders to ensure optimum enforcement and 
facilitation results. Expanded use of automated systems, 
selectivity, compliance measurement, and innovative processing 
and inspection techniques have replaced traditional 
labor-intensive processes and have improved overall efficiency. 
Major inspect lonal methods are: a) use of automation and refined 
observational and questioning techniques which allow Customs to 
focus its attention on high-risk passengers and flights, as 
outlined in the Air Passenger Master Plan for the 1990 's; b) ACS 
selectivity, which allows for low-risk merchandise shipments to 
be identified for expeditious release and high-risk shipments to 
be selected for intensive examination; and c) compliance 
measurement, which uses statistically valid sampling techniques 
to select shiDinents for intensive inspection in order to measure 
the trade community's compliance with laws and regulations. 




Customs investigates violations of U.s. laws and trade 
regulations, including violations of currency, neutrality, fraud, 
smuggling, exports of arms and critical technology, cargo theft, 
and child pornography lavs. These investigations support our 
priority enforcement efforts against narcotics smuggling, 
economic crime, and other domestic violations. 
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Major anforcaaent Invastlgatlva areas currently emphasized 
Include: 

o Smuggling (focused on investigations and interdiction 
of narcotics smuggling, international trafficking in 
stolen motor vehicles, and child pornography) ; 

o Financial (focused on the identification, disruption, 

and dismantlement of the systems and organizations that 
launder the proceeds generated by smuggling, trade 
fraud and export violations) . 

o Trade fraud (focused on violations that are most 

critical to the protection of U.S. health and safety, 
as well as the economic and industrial viability of the 
United States, Including the under-valuation of goods, 
dumping, Intellectual property rights infringement, and 
quota restrictions) ; 

o Strategic (focused on illegal export of material and 
technology which threaten U.S. national and economic 
security and U.S. foreign policy); 


Special (focused on aggressive undercover and special 
operations programs supporting all major investigative 
and interdiction priorities, in which special agents 
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establish covert "business enterprises" sought by 
felons and criminal organizations to give the 
appearance of legitimacy for their criminal 
enterprises) ; 

o Foreign (focused on management of investigations 
worldwide through foreign Customs offices) ; and 

o Air and marine (focused on narcotics interdiction and 
support functions, with an emphasis on narcotics 
smuggling by private aircraft and vessels from South 
America to staging areas and/or U.S. landfalls). 

Two priority areas merit special mention: narcotics smuggling and 
trade fraud. 


Mareotlff t 

Customs maintains a deterrent to narcotics smuggling between 
ports of entry through its air and marine interdiction program 
and active investigative activity aimed at disrupting the 
criminal organizations that smuggle narcotics. Customs approach 
to enforcement at and between the ports continues to be the 
targeting of complex and sophisticated commercial drug smuggling, 
distribution, and money laundering organizations in air, land, 
and sea Southwest border environments. This strategy combines 
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all-source Intelligence and technology, such as aerostats and 
other detection and surveillance technologies, with pre- and 
post-seizure intelligence, analysis, and investigations with a 
detemined focus to disrupt and dismantle snuggling organizations 
through prosecution and asset removal. 

During FY 1994, Customs agents worked 14,705 active narcotics 
cases. The most important of these are "impact” cases, 
investigations focused on the highest levels of the smuggling 
organization. The execution of these cases has the greatest 
debilitating effect on the criminal organization. Customs 
investigated 260 activg "impact” narcotics cases in FY 1994. 

BMP liXUl 

Current estimates are that 70 percent of the cocaine smuggled 
into the United States crosses our common border with Mexico. In 
addition to the terrible toll the use of cocaine takes on our 
country, this illegal activity has generated a number of related 
problems, including disturbing trends of escalating violence at 
ports of entry which jeopardize the safety of Customs personnel 
and endanger the public. 

In response to the massive narcotics threat, the Customs Service 
is implementing Operation HARD LINE to focus on permanently 
hardening our anti-smuggling efforts at the porta of entry. HARD 
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LINE will build upon the successful United States Border Patrol 
operations between the ports of entry. Including HOLD THE LINE 
and GATEKEEPER, and the successful efforts of Customs Air 
Program, In the air space above the border, to create a 
comprehensive and unified Southwest border enforcement system. 

In order to enhance port enforcement and officer safety. Customs 
has Identified various capital Improvements, such as barriers and 
bollards, to greatly diminish, or totally eliminate, the problem 
of port running. The problem of narcotics smuggled In commercial 
conveyances and cargo will also be addressed through Improved 
targeting and Interdiction procedures, expanded use of 
full*contalner x-ray equipment, proactive Investigative support 
by means of Intense source development, and intelligence 
gathering and assessment. HARO LINE also proposes the staging of 
Customs Blade Hawk helicopters in the United States to ferry 
Mexican counter-drug forces to arrest traffickers and seize 
narcotics In Mexico. 

This operation is a high priority of the Customs Service, we 
believe that It Is Important to build on the present success of 
our work force and continue to focus on the critical problems of 
border violence, port running, smuggling in commercial 
conveyances and cargo through the development and Implementation 
of Operation HARO LINE. 
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Tr«d« Fraud 

Our efforts against trade fraud become increasingly important as 
international trade grows more complex and new technologies are 
developed. Customs multi-disciplined teams investigate cases in 
which lavs that regulate the importation of merchandise are 
violated. Through ongoing interaction with the Department of 
Justice, Customs aids in the prosecution of those who willfully 
violate U.S. trade lavs. Customs supports its enforcement 
efforts by the collection of commercial intelligence from members 
of the intelligence community, as well as improved interaction 
with domestic industry to obtain all available enforcement 
information. The continued emphasis on trade enforcement 
priorities, issues, and threats will aid trade enforcement 
investigations and help increase prosecutions and major penalty 
collections. 

SArging^jth# Jtetioa ^d the Trade ComamltY/grQtectlmQ Bomestlo 
industry 

Customs implements U.S. trade policy by collecting duties, taxes 
and fees; enforcing international codes and agreehents; ensuring 
uniformity in trade procedures; accurately collecting and 
reporting import/export statistics; and providing efficient 
commercial services to the trade community. The dramatic growth 
in international trade and in sophisticated trade programs has 
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cGwpllcat«d the lepleaentation of the Nation's trade policy. 
Currently, Custoas enforces a long list of agreeaents covering 
specific countries and products. These agreeaents and other 
programs include: 

o Teictlle visa agreements with 40 countries. 

o Uruguay Round tariff rate quotas on a variety of 
agricultural products. 

o The International Sugar Agreement. 

o The European Community (EC) Pasta Agreement. 

o Trade embargoes and sanctions such as the China 

munitions embargo, yellowfin tuna embargo, and the 
embargoes on most imports/exports to Cuba, Iran, and 
Iraq. 

o Trade restrictions on Canada, the European Community, 
and Japan, as well as Individual companies. 

o Monitoring of semiconductors coming from Japan. 

The Customs Service also effectively and efficiently administers 
trade enhancement programs. These consist of the Automotive 
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Products Trade Act, the Agreement on Civil Aircraft, the 
Caribbean Basin Economic Recovery Act, the United States-Israel 
Free Trade Area, and the Andean Trade Preference Act. 

MAFTA 

Of the trade agreements that Customs helps to administer, the 
North American Free Trade Agreement (NAFTA) is probably the most 
well )cnovn. Because NAFTA is a preferential trade agreement, not 
a free trade agreement, only those goods that satisfy the NAFTA 
rules of origin are entitled to preferential benefits. Because 
of the benefits the agreement provides, there is substantial 
motivation to claim NAFTA preferential treatment when there is 
none. The strategic approach now being coordinated by Customs 
Office of Strategic Trade is to ensure that the rules are being 
followed and that a level playing field is being maintained. 
Customs is conducting research and analyzing trends to anticipate 
potential problems before they become significant. 

Customs intends to: 

o Conduct complex regulatory audits that focus on 
multinational corporations. 
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o Increase the resources devoted to registering 

intellectual property rights (IPR) merchandise and 
tracking IPR violations, 

o Increase the resources devoted to laboratory, 
intelligence, and trend analyses; and 

o Emphasize the use of Jump Teams to identify 

transshipment, verify country of origin, and assure 
compliance with respect to textile and apparel articles 
for which NAFTA preference is claimed. 

OATT 

The Uruguay Round Tariff Reductions and related agreements will, 
along with NAFTA, have a number of effects on Customs. Extensive 
new requirements are being placed on Customs to support more 
refined international trade programs. New systems of determining 
origin, substitution of tariff-rate for absolute quotas, various 
snap-back provisions and increased use of unfair trade practice 
cases will require a much more sophisticated approach. Because 
of these changes and the demands of NAFTA, we believe that our 
reorganization plan to emphasize strategic trade has been created 
just in time. 
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Also, Changes In Intellectual Property Rights (IPR) legislation 
will tighten up enforcement procedures. Shorter deadlines for 
liquidation and administrative reviews of anti-dumping and 
countervailing duty cases will have a significant operational 
impact. Changes will occur in origin rules internationally, 
especially for Congressionally-mandated textile rules of origin. 


To coordinate Customs activities in the face of the increasing 
volume and complexity of international trade over the last 
decade, and in anticipation of the changes from NAFTA and GATT, 
Customs developed its Trade Enforcement Strategy to better 
confront the major requirements in the enforcement of trade laws, 
trade agreements, and trade sanctions. While trade compliance 
has always been an essential part of Customs effort to protect 
domestic industry from predatory trade practices and unfair 
competition, the rapid growth of these practices has required 
constant improvements to maintain a unified, comprehensive 
strategy. Customs Trade Enforcement Strategy coordinates the 
full range of Customs expertise to address a variety of trade 
problems. It attacXs such illegal trade practices as false 
valuation and misdescription, transshipment, dumping, forced 
labor, infringements of intellectual property rights and 
attempted importation of goods which do not meet U.S. health and 
safety standards. 
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Custons seeks the trade community's "informed compliance" with 
all Federal laws and regulations relating to importation of 
goods. The Modernization Act has imposed greater 
responsibilities on the importing community for record keeping 
and for filing accurate entries. Our view of the future calls 
for shifting our resource allocation away from the current heavy 
emphasia on the verification of entries through inspection and 
review of importation paperwork toward greater emphasis on 
working with major importers so that we can rely on their 
internal control processes. In this way, we will minimize the 
costly and time-consuming inspection of individual transactions. 
This is essential for Customs to keep up with expected growth in 
trade . 

Assuring compliance is the role of Customs regulatory audit 
function. This extremely effective program is a key element in 
Customs multi-disciplined approach to controlling commercial 
activities. The Customs Service has professional auditors 
located in 30 cities nationwide. In the coming months, 
regulatory audit will focus on NAFTA audits, increased scrutiny 
of transfer pricing, and heightened interest in priority 
industries. Our Trade Enforcement Strategy will depend heavily 
not only on staff with unique skills, such as auditors, but also 
on new automated technology, which will improve productivity and 
effectiveness. 
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Tli« xutoB«t« d CoMTolal «nTlroiMi«nt (ACEl 

Using innovative technological approaches for trade compliance 
purposes — as well as in many other areas of Customs worlc — is 
crucial to maintaining Customs capability to absorb projected 
workload increases without proportionate increases in resources. 
As I mentioned at the outset, Customs Automated Commercial 
Environment will help us meet the increasingly complex challenges 
of our mission. The Automated Commercial Environment is our name 
for an overall redesign of Customs automated processes. This 
redesign is structured to be the "next generation" for commercial 
processing, using many current systems, as well as off-the-shelf 
software, as feasible. When fully implemented, ACE will 
establish a seamless, interactive automated process providing 
information sharing among all Government participants. The 
investment represented by the development of ACE will enhance the 
quality of virtually every area of Customs processing and benefit 
the Government as a whole. 

One of the most beneficial enhancements provided by ACE will be 
the establishment of an international trade database, as 
advocated by the National Performance Review (NPR) , that will 
allow a wide range of trade information generated or collected by 
Customs to be accessed by numerous other Federal agencies. The 
information in the database will provide accurate information for 
trade negotiations and monitoring compliance with international 
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trade agreements. The database will be expanded to Include both 
Import and export Information invaluable to many public and 
private sector entitles. Users will be provided with more 
flexible data retrieval and greater analysis and reporting 
capabilities. 

Significant quality Improvements will be manifested through 
Improved International trade controls, greater precision In 
revenue collections, and greater facilitation for legitimate 
International business. The Automated Commercial Environment 
strongly bolsters Customs trade enforcement and financial 
enforcement strategies through more sophisticated targeting 
techniques. 

ACE will fully Implement the automation Initiatives of the 
Modernization Act such as importer activity summary statements 
(IASS), remote filing, reconciliation entries, and periodic 
filing. Also, It will Include concept 8( such as account-based 
processing. 

ACE will facilitate adherence to the provisions of the Chief 
Financial Officers (CFO) Act, and will address Congressional and 
Executive Branch recommendations for system Improvements to 
Internal controls and core financial operations. The selectivity 
Improvements promoted by ACE Include an updated targeting system 
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and conpliance meaaurenent utilities that will help foster 
voluntary conpliance with established regulations. 

Since Customs is taking a comprehensive, integrated approach with 
ACE, it will take some time to do it right. The ACE Development 
Team completed its first deliverable, the Strategic Information 
Management Plan, in December 1994. Currently, the Team is 
developing requirements for the system in coordination with the 
Trade Compliance Process Improvement Teams and the trade 
community. This phase is scheduled to be completed this fiscal 
year. In FY 1996, the ACE Team will do system design, with 
development and testing to follow in FY 1997 and FY 1998. He 
plan to have ACE fully implemented in FY 1999. 

Restnioturino the Customs aervloe 

Technology alone will not be enough. Basic organizational and 
managerial change will be needed too. 

Leas than a month ago. Commissioner Heise appeared before this 
Subcommittee to participate in a hearing on our proposed 
reorganization, on that occasion, he discussed in detail the 
origin of the reorganization study team, along with its findings 
and recommendations. While being reluctant to repeat what has 
already been stated and discussed in great detail, I believe it 
is important, nevertheless, to mention Customs reorganization and 
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reinvestment plan, which will allow the Agency to keep Its 
cosBltments to the Nation and to the American people In the face 
of record workload levels and the prospect of relatively static 
budgetary resources. 

sixteen months ago, with a mandate to work smarter and cost less, 
and with the freedom from prohibitions on studying a 
restructuring, Customs set about to re-examine the way It did 
business. A 20-person Inter-dlsclpl Inary reorganization study 
team, which Included representatives from the National Treasury 
Employees Union (NTEU) and a representative from the Immigration 
and Naturalization Service (INS), was assembled to determine if 
and how the Customs Service should change. Given a simple but 
broad mandate— design an organizational structure for the Customs 
Service that would prepare It to meet the challenges of the 
Nation at our borders in the 21st century— the team received 
extensive support and Information from persons within the Customs 
Service, the Treasury Department, the Customs Operations Advisory 
Committee, the trade community, other Federal agencies, and 
congressional committees. 

Ffoplt* yrwtiMtj.Md FartMgfhlpt 

While many of the resulting proposals are directed at Customs 
organizational structure, the real heart of our effort Involves 
fundamental change In the management culture of the Customs 
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Service. Critical to this culture change were the goals of the 
National Performance Review and the clear direction from former 
Secretary Bentsen for all Treasury agencies to focus on more 
efficient operations and improved service for customers. These 
concepts are all embodied in the slogan "People, Processes, and 
Partnerships." By this ve mean an organization characterized by 

o Greater attention to our people . 

o Managing essential core processes . and 

o Forming partnerships with our many customers as a 

means of improving our mission performance. 

Tht gg gw 

The study team's analysis resulted in a set of recommendations 
providing specific benefits to the American public. These 
recommendations fell within four broad categories: 

o Restructured operations, 

o Enhanced Customer Service, 

o Informed Compliance, and 
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o More Integrated, Coordinated Operations. 

Customs has existed as an agency for over 205 years. During that 
time it has developed a rich and sometimes complicated culture. 
Changing an Institution that has developed over more than two 
centuries Is no easy task. With the help of this Committee, ve 
can restructure our core processes and reinvest In field 
operations to meet the challenges of the 21st century. We are 
well aware that changing the culture of the Customs Service will 
require a long-term effort, but this Is one of the most Important 
and lasting changes which we can hope to make. 

Conoluslon 

With the leadership and support of the President, the Vice 
President, Secretary Rvibln, and this Committee, we at the Customs 
Service are proceeding in the right direction. We know that 
achieving our vision will not come easily, and we face many 
difficult challenges. But we are guided by a simple goal; to 
leave the Customs Service a better agency than when we found it. 
We welcome this Committee's assistance in making this goal a 
reality. 

Mr. Chairman, we would be happy to answer any questions you may 


have. 
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Chairman Crane. I see from recent press reports — and appar- 
ently the networks have picked on it, too — ^that your line release 
program is under fire. What is your assessment of this situation? 
And can you explain how the line release works — ^the prescreening 
process, for example — and what the experience has been to date? 

Mr. Lane. As you know, Mr. Chairman, there has been a tremen- 
dous increase in trade, as I talked about in my opening statement. 
We have initiated a number of programs to ensure that we can pro- 
vide the facilitation that is needed on the border and maintain our 
enforcement effectiveness. 

Line release allows us to look at low-risk carriers, investigate 
their application for facilitated treatment, do background investiga- 
tions on their history, sometimes visit their premises, and query all 
of our investigative files. Then if we find that this commodity and 
this company is low risk, we can provide expedited service. 

I think the attacks of recent weeks on line release are bom of 
the fact that people are looking at it as an enforcement program 
for everything, which it is not. It is one of a series of systems that 
Customs uses to screen importers and imported goods when they 
come into the country. Some of those systems are geared more to- 
ward enforcement, some toward narcotics, some toward commercial 
shipments. And you have to take a look at our system in the full 
context. Otherwise, you are chasing a red herring on line release. 

Chairman Crane. I notice that you propose transferring some re- 
sources, both people and dollars, to a new account called the Treas- 
ury foreign law enforcement account. Can you tell me the reason- 
ing behind this transfer and what it gets you in terms of increased 
efficiency and streamlining? 

Mr. Lane. I can only answer that partially. That was a proposal 
from the Office of Management and Budget, and I think it would 
have to be answered between 0MB and Treasury. We have been 
assured that, whatever happens with the proposal, the effective- 
ness of our international pro^ams will not be impacted, and that 
the proposal is just a mechanism to improve the oversight of all the 
Treasury overseas enforcement activities. 

Chairman Crane. Would any of your agents be under someone 
else's supervision? 

Mr. Lane. No, sir. What this proposal would do is provide some 
joint training of all overseas Customs and Treasury enforcement 
personnel so Customs could handle routine referrals and trans- 
actions from Treasury, and they could do the same for us. That 
could provide some efficiencies. 

Chairman Crane. While we are on the subject, how many out- 
side budget accounts does Customs receive money from during the 
fiscal year? 

Mr. Lane. I would say something like 13 or 12. Could we provide 
that for the record? 

Chairman Crane. If you would please. That was my next re- 
quest. 

Thank you for your testimony. 

Mr. Payne. 

Mr. Payne. Thank you very much, Mr. Chairmein. 

Thank you, Mr. Lane, for your testimony. 
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I understand that the funding requested by Customs this year 
for drug control activities or for fiscal year 1996 is roughly $420 
million, and the requested permanent levels are roughly 4,900 
FTEs. This is a reduction, as I understand, from 1994 when we ac- 
tually appropriated $466 million and there were 5,100 FTEs at 
that time. 

Contrasting this, during the same period of time. Customs’ fund- 
ing has increased 10 percent and personnel levels have increased 
4 percent. Why has Customs then increased its resources for com- 
mercial operations and decreased them for combating drug smug- 

f ling? And does this mean that we are less able than we have been 
efore to carry out the mission of the Customs as relates to drug 
matters? 

Mr. Lane. I think there are a variety of reasons for that. Con- 
gressman. 

One of the things that has happened has been a reduction in our 
air and marine area. We have reduced FTE in this area and 
mothballed some of our vessels. Part of the reason for this reduc- 
tion is in recognition of other agencies coming in and helping us 
in the area of our air resources as well as marine, by the Coast 
Guard and DOD. That is pretty much why we have been able to 
make some reductions in that area. 

Mr. Payne. So you think the reductions being made are offset by 
others who are coming in to perform those same functions? 

Mr. Lane. Yes. 

Mr. Payne, So we are equally able to combat drugs or will be in 

1996 as we were in fiscal year 

Mr. Lane. I know there is a lot of emphasis and focus on what 
is wrong with the drug program, but I think that Customs has an 
extraordinary record in preventing air smuggling into the United 
States, which was the preferred method in the seventies and 
ei^ties. We don’t have that significant threat anymore. 

Similarly, Customs and the Coast Guard put together programs 
in the Caribbean and in the^lf and in the Bahamas that virtually 
shut down the fast boat trafficking between the United States and 
the Bahamas, We are making adjustments in those areas to reflect 
those successes. 

Mr. Payne. The proposed budget for fiscal year 1996 devotes 
roughly 60 percent of the resources to commercial operations and 
40 percent to noncommercial operations such as drug enforcement, 
controlling illegal exports, control of child pomograimy, support of 
enforcement efforts of other agencies like USDA. Could you tell us 
how this compares with the historical trends of the Customs in 
terms of its allocation of resources in those two broad groups? 

Mr. Lane. I don’t think that those numbers are significantly dif- 
ferent than what they have been in the past. I have one concern 
about the numbers. The largest portion of the Customs Service is 
our inspection and control area, which has about half our staffing 
in it. Those are our most flexible responsive resources. And, de- 
pending on the need, can be allocated within the fiscal year to em- 
phasize a particular area almost immediately. If we have a drug 
problem in a particular area we can devote much more of the 
inspectional time to it. I would make the same statement with re- 
gard to investigative resources as well. 
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Mr. Payne. Could you look into that trend over the past 5 years 
in those two broad categories so we can look at how those resources 
are being allocated? 

Mr. Lane. Yes. 

Chairman Crane. Mr. Houghton. 

Mr. Houghton. In looking at your budget for 1996, I guess I 
have a question in terms of what do you do in 1997. Let me ask 
you a question here. What you do is you take $20 million from 
prior years’ unobligated balances and bring them into 1996 from 
1995. 

Mr. Lane. Yes. 

Mr. Houghton. Then you use $3 million from the Harbor Main- 
tenance Trust, so that is $23 million which you are going to have 
to make up for in 1997. At the same time, you reduce costs not 
funded by GSA by $5 million and also request a little less than $5 
million from the Crime Bill Trust Fund. Maybe that is $10 million. 
So maybe that is a net of $13 million. Not the end of the world for 
an agency your size, but how do you plan to make that up? 

Because when you borrow from 1 year to pay into another — 
have seen this happen so many times in New York State — ^is that 
you really come a cropper in the following years. Vl^at are your 
plans to handle that? 

Mr. Lane. That is a concern, Con^essman. The $20 million 
which is the largest amount you mentioned there, is from unobli- 
gated balances that we are putting into our air program to keep 
at a level of $80 million. So the base there this year which appears 
to be $60 million is really an operating level of $80 million. 

We will have, by the end of 1996, expended all of those unobli- 
gated balances, meaning that in fiscal year 1997 we will be looking 
like we are making a $20 million request for increases in the air 
program. That is not the case. We will need to maintain our base 
level of $80 million at a minimum and maybe more, depending on 
what happens with the drug threat. 

The other items are just adjustments that we are trying to make 
to keep the budget down and to operate more efficiently and use 
things like the carryover provision that the Congress has provided 
in this year’s budget. 

Mr. Houghton. One other cmestion. You know your mission. You 
know what has to be done. You know the cost constraints. Are 
there things which we are doing to restrain you in the flexibility 
you need in order to fulfill your mission? 

Mr. Lane. That the Congress is doing? Well, Congressman, the 
Commissioner of Customs and the Customs Service are working to 

P et onboard and out in front with the sentiments of the National 
'erformance Review and the Contract With America and to reduce 
government bureaucracy. I think that our reorganization effort 
which the Commissioner testified on before you several weeks ago, 
and our modernization act are a reflection of Customs initiatives. 

It was recommended in our House Appropriations hearing that 
the Commissioner read The Death of Common Sense.” We have 
been reading it, and I think it might provide a framework for 
changing our regulatory approaches. 

In the past. Customs has been hamstrung by staffing ceilings 
and floors. Anything that can be done to take those restnctions off 
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and give us more flexibility on being able to move money around 
and move between categories of personnel and equipment would 
probably be helpful. 

Mr, Houghton. So you are saying that there are restrictions 
that YOU would like to see — no more money but fewer restrictions 
to help you accomplish your mission? 

Mr. Lane. That is half right. If you wanted to provide more 
money that would be OK; but, yes, we do want the restrictions off. 

Mr. Houghton. Maybe you coula break that down. 

I think, Mr. Chairman, that it might be worthwhile to see where 
we might more closely work together. Because we are all after the 
same thing. And if there are things that we consider important 
that you don’t like, that is too bad; but if there are things which 
are not really that important which we have superimposed upon 
your operation we ought to look at those things. I would suggest 
maybe we could get a report. 

Mr. Lane. We would appreciate the opportunity to have input on 
that. 

[At the time of printing no information was received.] 

Chairman Crane. Mr. Hancock. 

Mr. Hancock. Mr. Lane, as a result of what has been going on 
with the devaluation of the peso in Mexico, has that created any 
additional problems for you along that border? Has it created prob- 
lems for Customs? 

Mr. Lane, No, sir. We haven’t had any problems so far. In the 
local community along the border where the local economies are 
tied in, transborder shopping is probably down. We don’t have the 
statistics on it, but some of the passenger traffic may have de- 
creased. I don’t think that there is any big problem there. 

Mr. Hancock. You don’t think there is any problem with the at- 
tempted misshipment of goods? Do vou have to watch a little closer 
as a result of the differential in the value of the dollar and the 
peso? 

Mr. Lane. As you would expect, the amount of exports is reduced 
substantially. Customs doesn’t spend a lot of resources on exports, 
so that hasn’t really impacted us. I would say that the level of 
readiness and vigilance on the border is very high for a variety of 
reasons, which include narcotics trafficking and border violence. Al- 
ready we are very attentive to what is going on down there. 

Mr. Hancock. I have been asking questions for several years 
about the disposal of forfeited and seized assets. Has there been 
any type of an effort made to take a look at what is happening to 
those assets when forfeited, and what valuation we get for them? 
I have been frustrated for 6 years with trying to even get anybody 
that can really tell me how that operates. 

Mr. Lane. Well, Congressman, I would say, very much as a re- 
sult of the work of this committee. Customs has given a tremen- 
dous amount of attention to problems with seized assets. In fact, 
as a result of a series of hearings over the years. Customs has com- 
pletely reengineered its approach to the Handling of seized prop- 
erty. 

We have also outsourced it, and substantially improved our over- 
sight of the second contractor that we have had doing this. We are 
now in our third generation of improvements of that area. We have 
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had, historically, some problems there. I think we have corrected 
them. We have been very responsive to the committee and would 
be glad to brief you on our progress in that regard. 

Mr. Hancock. Thank you, Mr. Chairman. 

Chairman Crane. Mr. Rangel. 

Mr. Rangel. Thank you, Mr. Chairman. 

Good to see you again, Mr. Lane. 

How much of your seizures, what percentage roughly, are based 
on intelligence information gathered — am talking about at the 
border as opposed to the random sampling. Half? One-and-a-half? 

Mr. Lane. It is hard to say, Mr. Rangel. On the border it is veiy 
difficult, in that we have such a flow of traffic and not as much ad- 
vance time and information as we have in terms of 

Mr. Rangel. I am not framing my question correctly. What I am 
trying to find out is, based on intelligence, when you know someone 
is coming to the border and you are looking for them and waiting 
for them because someone has already told you what they intend 
to do, what percentage of the seizures at that border check do you 
already know is coming across? Do you have any seizures at the 
border based on information that is gathered? 

Let me move on. 

Mr. Lane. Yes, we do. 

Mr. Rangel. You might want to share with me, because with all 
this sophisticated equipment — and I laud this effort that is being 
made, if indeed it is as bad as it used to be in terms of potluck, 
what you get across the border — ^it would seem to me that one 
might be concentrating on developing those types of cases that go 
deeper into where the drugs are coming from in the first place. 
Even if you were doing that, it is my understanding that after you 
develop the intelligence and track down the carrier and report it 
to the Mexican Government, that many times corruption causes no 
arrests to be made even then. Is that so? 

Mr. Lane, To some extent. More often DEA, FBI, our agents, as 
well as the intelligence community, are providing more and more 
information. And part of the efforts that the Commissioner is on 
the border kicking off right now will include more foreim intel- 
ligence in Mexico on commercial commodities that mi^t have 
drugs. 

Mr. Rangel. What happens when you, as a result of successful 
penetration into the narcotic trafficking, through the Customs 
agent, are aware of planeloads of cocaine heading toward the Unit- 
ed States but are stopped in Mexico and the Mexican Government 
is notified? It is my understanding that many times the planes are 
emptied out before the soldiers get there or nothing, in fact, is 
done. What do you do then? 

Mr. Lane. We go on, Mr. Rangel. We have had instances like 
that. 

We have also had some substantial successes in spotting aircraft 
with our resources, providing that information to the Mexicans, 
and having successful interdictions in Mexico with our assets as- 
sisting them in the apprehensions. 

Mr. Rangel. When you find that due to corruption, negligence or 
whatever reason that the information you provided on the identi- 
fication of the cocaine, or whatever the substance, that there is not 
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a positive response through this information, what do you do? I 
know you move on, but do you report it to anybody 

Mr. Lane. We report it to the State Department. And the State 
Department and other officials that work in the Embassy in Mexico 
presfiuTe them. 

Mr. Rangel. Have you ever known any action taken by the U.S. 
State Department, as a result of information you furnished them, 
that would lead you to believe that the Mexicans fouled what could 
have been a substantial seizure and arrest? 

Mr. Lane. Well, I do know of examples when we have believed 
that there was corruption and have had information that a seizure 
was lost. An interdiction was interrupted because of what we pro- 
vided to the State Department. They have ag^essively pursued 
that with the Mexicans. We also know of some instances where it 
has resulted in changes, the State Department following up on 

Mr. Rangel. That is not unusual. Is it customary that many of 
your investigations are aborted because of lack of cooperation by 
the Mexican authorities? 

Mr. Lane. I don’t — It is not so much an investigation 

Mr. Rangel. You are not with the State Department. They never 
like to say anything 

Mr. Lane. As you know, Mr. Rangel, we have been trying for the 
last 20 years to deal cooperatively with the Mexicans, first with 
getting P-3 flights over. We do have that now. Second, with getting 
Citation training going. We have that now. We have many coopera- 
tive initiatives going with the Mexicans. 

Mr. Rangel. Are you satisfied with the state of cooperation be- 
tween Customs and the Mexican Government? 

Mr. Lane. I think that there are other areas that we are working 
on that will be important steps forward in joint cooperative efforts, 
and I think we are getting close. I think we will get there, as we 
did with the P-3s and Citations. 

Mr. Rangel. Who is your point person in the State Department? 

Mr. Lane. Ambassador Gelbard. 

Mr. Rangel. Did you already answer about why you had such a 
traumatic reduction in the budget of the air enforcement pro^am? 

Mr. Lane. Yes, sir. We are proposing the use of some unobligated 
funds that are available, at an amoimt of $20 million to add to an 
appropriation of $60 million, bringing us up to $80 million. 

Mr. Rangel. Let me thank Customs for the delicate line that you 
have to travel between expediting commercial travel and at the 
same time stopping this poison from coming into the United States. 
I hope you continue to vigorously do that job and not have it dam- 
aged sometimes by the diplomacy of the State Department. If you 
do find impediments, please report them to me. 

Chairman Crane. Mr. Ramstad. 

Mr. Ramstad. Thank you. I can’t help but think, listening to the 
exchange between you and the distinguished ranking member, you 
have to feel like the guy with his finger in the proveihial dike most 
of the time. Is any real progress being made in combating illegal 
transshipments of drugs? 

Mr. Lane. Through Mexico? 

Mr. Ramstad. Yes. 
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Mr. Lane, I think a great deal. When I came into Customs in 
1970, starting with Operation Intercept, through the violent period 
on the border of the seventies and the very disruptive period in the 
eighties when trafficking moved from south Florida over again into 
the Southwest border, we have made a great deal of progress. 

We have essentially closed the border to air trafficking. We have 
established the aerostat network. Our system of planes supported 
by other agencies has stopped air trafficking into the United 
States. We have very good cooperative agreements with the Mexi- 
cans on air smuggling. And the border patrol is substantially filling 
the gap between the ports of entry. 

So over the past 2 or 3 years, in particular, we have made great 
strides. The Mexicans have established some enforcement groups 
at the major areas on their side, and those are starting to get much 
more effective. 

Mr. Ramstad. Well, we all know — and I am not questioning what 
you just said — but we all know the drug problem continues to ac- 
celerate in this country, and certainly it is not because of a short- 
age of supply. 

I see from your recent budget request a $5 million item there 
from the Crime Bill Trust Fund which many of us worked last year 
to put together for developing technolo^ to prevent the export of 
stolen vehicles. I know nobocty likes to nave his or her car stolen, 
but it doesn’t seem to me that $5 million should be put into stolen 
cars when we have this drug crisis in America. It seems to me that 
should be a much higher priority. How do you justify $5 million for 
developing technology to deal with stolen cars? 

Mr. Lane. I agree. We are working with Treasury, 0MB and the 
Drug Czar’s Office to get that reprogrammed into drug enforcement 
for the Southwest border. 

Mr. Ramstad, That is the kind of responsiveness we love to see. 
We need more of that not only from the agencies but from the Hill 
here as well. 

Thank you, Mr. Chairman. 

Chairman Crane. Ms. Dunn. 

Ms. Dunn. Thank you, Mr. Chairman. 

I would like to move back to the administrative side and ask you 
how you are doing on your reorganization plan that would cut back 
by 600 employees in your headquarters staff and how the ratio of 
midmanagerial folks to other employees is going, and is that re- 
flected in your budget which has an aggregate cutback of 116 
FTEs? 

Mr. Lane. Ms. Dunn, we are proceeding very aggressively with 
our reorganization and all that is involved with it. We set a goal 
of reducing our headquarters by a third, and that would be 600 
people. We have already reduced about 150 FTE. 

But we are sort of slacking off on the timeframe, tiying to slow 
down a little bit, because we are abolishing our regions and dis- 
tricts effective October 1 of this year. We are trying to give those 
employees first priority in placement in frontline positions at the 
ports of entiy. We will have 450 people over the next 2 or 3 years 
that we would like to place and take out of headquarters. 

We are also establishing our targets on the supervisor/employee 
ratio, trying to get from where we are now, which I think is about 
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1 to 6, to get it up to 1 to 15. We are going to try to get there be- 
cause that is the goal that has been established. In Customs there 
are a lot of ports where there are only two or three people and 
there has to be a supervisor onboard to be in charge of the situa- 
tion. 

So 1 to 15 is a stretched goal, although we are definitely flatten- 
ing the organization, eliminating 7 regions and 45 districts and 
area offices, and replacing them with only one intermediate level 
of 20 Customs Management Centers. 

Ms. Dunn. So you are satisfied with the trend toward that cut- 
back? 

Mr. Lane. We are never satisfied. We want to establish for our- 
selves, in conjunction with the NPR and the desires of the public 
and the new Confess, a government that is leaner. We have been 
on the forefront of this and think we can take our fair share of the 
cuts and still handle a 50- or 75-percent workload increase in the 
coming decade. 

We are pushing as hard as we can. We are accepting the chal- 
lenges and the stretched goals, and we are determined to meet 
them and still increase the level of effectiveness of the agency. 

Ms. Dunn. Thank you, Mr. Lane. 

Thank you, Mr. Chairman. 

Chairman Crane. Thank you for your testimony, Mr. Lane. We 
look forward to working with you, too, over the course of this next 
year and satisfactorily resolving Customs problems. If we can be of 
assistance, let us know. Thank you for your testimony. 

[The following was subsequently received:] 
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QUESTIONS SUBMITTED FOR THE RECORD BY THE COMMITTEE 
PY 1996 BUDGET PROPOSAL 

Question. Your budget proposal identifies a $37.7 million 
reduction from the FY 1995 appropriation. How true are these 
savings, given the increases in new funding sources such as the 
Crime Bill Trust Fund, the Harbor Maintenance Fee Account, and 
carryovers from prior years? 

Answer. I can assure you, Mr. Chairman, that the reductions 
in our FY 1996 budget proposal are real. The FY 1996 request is 
a responsible budget, in keeping with the Administration's goal 
of reducing the deficit. It recognizes the need for a Government 
that works smarter and costs less. 

The proposed Harbor Maintenance Fee Collection account and 
the Foreign Law Enforcement appropriation would neither give nor 
take away funding for Customs operations. These proposed new 
accounts would reimburse Customs for existing operations 
currently funded by the Salaries and Expenses account. Customs 
use of carryover balances from prior years to supplement the air 
and marine programs' Operation and Maintenance Appropriation in 
FY 1996 is a one-time source of funding. It is an offset to the 
base funding for the program and additional funds would be 
reqfuired in the future to maintain operations at the current 
level. The Violent Crime Control and Law Enforcement Trust Fund 
is the only one of these accounts for which we are requesting an 
amount higher than the FY 1995 budget. 

Question. How are proposed funding transfers, such as to 
the Treasury overseas enforcement account, handled? 

Answer. Transfers to Customs may be made in a number of 
ways. If the transfer is a budgeted transfer of resources, and 
Congress approves the transfer, then the transfer is effected 
through the appropriation process. 

The transfer of resources does not necessarily have to be 
done through the appropriation process, but direction could come 
from the appropriation language or Committee reports. In that 
case, the agency transferring the funds to Customs could: 
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o prepare a Non-expendicure Transfer (SF 1151) , which 
transfers the funds directly to a Customs 
appropriation, or 

o prepare a Memorandum of Understanding and a 

Reimbursable Agreement, whereby the agency is billed as 
services are performed. 

Question. Has Customs made any progress in thinning its 
mid-managerial ranlcs, i.e., reducing its supervisor to employee 
ratio? Does the FY 1996 reduction help move toward this goal? 

Answer. One of the primary goals of the National 
Performance Review (NPR) is to reduce the size of Headquarters 
offices, reduce GS-14s and above, and reduce the number of 
administrative positions, particularly those in the areas of 
personnel, budget, procurement, and management control. Also, 
the NPR calls for the current supervisor/employee ratio to be 
reduced by half within 5 years, with a long-term goal of 
achieving a 1:15 ratio. 

The current Customs supervisor/employee ratio is about 1:6. 
This is due, in part, to our many small ports, where there are 
only two or three people total, one of whom is a supervisor. It 
is important to note that many of our field supervisors are 
directly involved in the processing of passengers, conveyances 
and cargo. Under our reorganization, we are working to achieve 
an Agency-wide ratio of 1:15 within five years. 

Question. As part of your reorganization, you have 
committed to reducing headquarters staff by one -third or 600 
positions. How close are you to this goal? 

Answer. Our staffing policy has been to maintain a freeze 
on headquarters (regional and national) positions and allow the 
filling of front line and field positions. This freeze has 
permitted us" to meet the Executive Order reductions and 
reductions in FTE resulting from mandated absorptions. Between 
April 1993 and January 1995, we have reduced headquarters by 153 
full-time positions and 20 part-time positions. 

We will continue to follow a policy of reducing headquarters 
and support positions over several years, while investing as many 
staff resources in the field as possible. 
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Question. Does the FY 1996 budget proposal move Customs anv 
closer? If so, how is it reflecced in the budget? 

Answer. Our FY 1996 budget request includes a further FTE 
reduction, mostly as a result of National Performance Review 
streamlining requirements. This reduction will decrease the size 
of the Customs Service in administrative and support positions,- 
however, the ability to reinvest in line positions is critical 
for us to be able to handle the increased workload that we expect 
in the next few years. 

PRESXDENTIALLY-MANDATED CIITS 

Question. How will Government -wide cuts in administrative 
costs and personnel ordered by the President affect Customs? 

Answer. The executive orders which mandated administrative 
and personnel cuts were signed in FY 1993. During the FY 1993- 
FY 1996 budget cycles, the administrative cuts totaled 
14 percent. The FY 1996 budget includes the final reduction of 
5 percent, completing the required administrative reductions. 

With the FY 1996 budget, these cuts have resulted in an aggregate 
reduction of Customs administrative resources totaling 
$3 7 million. The reductions have been, and will continue to be, 
spread over all categories of administrative costs, except GSA 
rent. Reductions in FTE taken as a consequence of the 
President's executive order have also occurred over this period. 

Because Customs has laid a solid foundation with effective 
technology and automated systems', it is able to perform its basic 
enforcement and trade facilitation missions despite these cuts. 
But the cumulative effect of these reductions is to take away 
Customs flexibility to absorb any further cost increases, with 
the end result being that future absorptions could immediately 
equate in a. loss of FTE. 

For example, the President's Budget for FY 1995 contained 
resources for a pay increase of approximately 1.6 percent. The 
actual pay increase, including coat of living adjustments and 
locality pay, was an average of 2.6 percent. The cost in excess 
of the amount provided in the appropriation had to be absorbed, 
i.e., 1 percent. For the Customs Service, this absorption 
totalled $6 million, requiring a reduction of 133 FTE. 
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Furthermore, the FY 1996 President's Budget proposes an. 
additional reduction of 200 FTE as a result of a variety of 
absorptions in previous years. The funding related to this 
action is $9 million. 

Question. Aren't these offset to some extent by built-in 
increases for inflation? 

Answer. Yes, but the net effect is still a significant 
reduction in resources. Allowances for inflation have not kept 
pace with the cuts. 


SOURCES OF FUNDING 

Question. According to the FY 1996 budget proposal. Customs 
receives funds from a number of outside sources including ONDCP, 
the Crime Bill Trust Fund, various user fee accounts, and the 
Treasury Forfeiture Fund. Please identify all funding sources 
and the amounts received for FY 1995 and FY 1996. 

Answer. The information follows. 



UNITED STATES CUSTOMS SERVICE 
SOURCES OF FUNDING 
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- funding available from collection of user fees, passengers by covenng expens< 

part of which can be used by Customs inspectional overtime and other 

precleararKe activities 
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AUTOMATED EXPORT SYSTEM (AES) 

Question. Please provide additional details on your plans 
for the Automated Export System (AES) . How do you plan ^o 
address industry concerns regarding confidentiality? 

Answer. AES is being designed to provide access to data on 
a need-to-lcnow basis, based on an agency's regulations and/or 
statutes. Census laws on disclosure remain in effect and we will 
continue to be guided by the Privacy Act laws (P.L. 96-275, 

June 17, 1980). We are researching the legality of establishing 
a disclosure code for AES participants. 

Manifest data will continue to be downloaded to Port 
Authorities and to tape. The data will, of course, first be run 
against the confidentiality database currently used on the import 
side, and established privacy data will be taken out before 
dissemination . 

Question. What role will other agencies, such as Commerce's 
Bureau of Export Administration, play in the development of the 
AES? 


Answer, For the July 1995 Phase One Implementation, two 
licensing agencies, the Department of Commerce's Bureau of Export 
Administration (BXA) and the Department of State's Office of 
Defense Trade Controls (ODTC) , will be participating through an 
electronic interface with Customs AES. The third partnership 
agency for Phase One will be Commerce's Bureau of the Census for 
statistical and analysis purposes. 

For the first phase, Customs will collect and transmit to 
BXA data on all export transactions. This will include the 
license number for approved individual validated licenses and 
special licenses. The license number will be validated against 
our file of licenses currently being provided by BXA. 

For ODTC, a similar process will be developed for export 
transactions related to munitions shipments. In addition, a 
program for electronically decrementing the ODTC licenses will be 
included. 

For BXA, their participation will allow for receipt of 
licensing data on shipments in real time for verification 
purposes. The ultimate goal is to eliminate the manual process 
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of providing a paper Shipper's Export Declaration (SED) and 
approved license at time of shipment. 

MEMORANDA OF ONDERSTANDINO 

Question. Please provide additional details on the recent 
memoranda of understanding concluded with the Commerce Department 
and the Drug Enforcement Administration (DEA) . 

Answer. On August 8, 1994, Customs and DEA entered into a 
new Memorandum of Understanding (MOU) which set forth a revised 
set of policies and procedures in an effort to maximize 
coordination of the Title 21 cross -designation program. The 
continuation of this program, which was established under a 
previous 1990 agreement, is critical for Customs to better 
protect our borders and ports of entry from drug smuggling 
violators. Approximately 1,250 Customs Special Agents are cross- 
designated to investigate drug smuggling organizations. The 
current MOU has been in effect for several months and we are 
continuously analyzing its impact, in an effort to identify 
potential improvements. 

The MOU between Customs and Commerce has created 
standardized procedures for coordinating export enforcement 
activities, resulting in a significantly improved interagency 
relationship. The MOU is functioning well. 

FY X996 CRIME BILL REQimST 

Question. Your budget includes a request for $4,685,000 
from the Crime Bill Trust Fund to continue the development of 
technology to prevent the export of stolen vehicles. Given all 
the focus on the need for tough drug enforcement ^ why was this 
activity chosen for Crime Bill funding? Why are stolen vehicles 
such a high priority? 

Answer. The Crime Bill funding that was originally 
requested for this program is now proposed to be redirected into 
Operation HARD LINE. We intend to proceed with the stolen 
vehicle program as a Customs research and development project. 
Notwithstanding the diversion of the funding, the following 
background is provided for the purposes of thoroughly responding 
to the complete question. 
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Title XXXI of the Violent Crime Control and Law Enforcement 
Act of 1994 (Crime Bill) provided funds to the Department of the 
Treasury and its bureaus for violent crime initiatives. Based 
upon existing Customs export border enforcement responsibilities, 
in conjunction with increased congressional interest resulting in 
the passage of the "Anti-Car Theft Act of 1992," the Customs 
Service proposed a motor vehicle theft program. The Customs 
Service, by virtue of its role as the principal border law 
enforcement agency,' has traditionally been involved in combatting 
the illegal export of stolen vehicles. Pursuant to 18 U.S.C. 

553, Customs has statutory jurisdiction to investigate these 
violations. 

Customs proposal included funding for slight personnel 
increases, as well as technology to enhance the motor vehicle 
export program. Specifically, Customs is attempting to develop 
prototype vapor detection equipment, which if successfully 
developed, would facilitate and increase our number of 
inspections by allowing for the collection and analysis of 
routine motor vehicle vapors from stolen vehicles concealed 
inside cargo containers. Additionally, Customs requested 
automated data processing (ADP) equipment which would improve 
efficiency by allowing field personnel to scan vehicle 
identification numbers and down load them directly into the 
Treasury Enforcement Communication System (TECS) , and 
subsequently into the National Crime Information Center (NCIC) 
for immediate inquiry. The acquisition of the ADP equipment 
would eliminate incorrect number transpositions of the 17 
character vehicle identification numbers. 

Approximately 200,000 stolen motor vehicles are illegally 
exported from the United States every year, at a cost to their 
owners of approximately $900 million. Automobile thefts in this 
country have become increasingly more violent- -thefts of parked 
unoccupied cars have been supplanted by violent "carjackings." 
Notwithstanding Customs unparalleled commitment to drug smuggling 
enforcement, the Crime Bill afforded agencies with multifaceted 
responsibilities the opportunity to propose and request funding 
for "violent crime" related programs. 

OPERATION HARD LINK 

Question. What is Operation Hard Line? How much will it 
cost, and how is it reflected in the budget proposal? 
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Answer. On February 25, 1995, the Director of the Office of 
National Drug Control Policy, Dr. Lee Brown, and I announced a 
new initiative, Operation HARD LINE. 

Current estimates are that 70 percent of the cocaine 
smuggled into the United States crosses cur common border with 
Mexico. In addition to the terrible toll the use of cocaine 
takes on our country, this illegal activity has generated a 
number of related problems, including disturbing trends of 
escalating violence at ports of entry which jeopardize the safety 
of Customs personnel and endanger the public. 

In response to the massive narcotics threat, the Customs 
Service is implementing Operation HARD LINE to focus on 
permanently hardening our anti -smuggling efforts at the ports of 
entry. HARD LINE will build upon the successful United States 
Border Patrol operations between the ports of entry, including 
HOLD THE LINE and GATEKEEPER, and the successful efforts of 
Customs Air Program, in the air space above the border, to create 
a comprehensive and unified Southwest border enforcement system. 

In order to enhance port enforcement and officer safety. 
Customs has identified various capital improvements, such as 
concrete barriers and hydraulic and pneumatic bollards, to 
greatly diminish, or totally eliminate, the problem of port 
running. Rather than hiding drugs in false gas tanks or spare 
tires, port runners load their car's trunk with drugs, and, if 
confronted by an inspector, accelerate out of the inspection 
lane, often careening wildly. Several inspectors and local 
citizens have been nearly run over by port runners. Some cases 
resulted in shootings. Port running incidents jumped three -fold 
in 1994, to 795 reported cases. 

The problem of narcotics smuggled in commercial conveyances 
and cargo will also be addressed through improved targeting and 
interdiction procedures, expanded use of full -container x-ray 
equipment, proactive investigative support by means of intense 
source development, and intelligence gathering and assessment. 
HARD LINE also proposes the staging of Customs Black Hawk 
helicopters in the United States to ferry Mexican counter-drug 
forces to arrest traffickers and seize narcotics in Mexico. 

It is not included in the FY 1996 budget request. 
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Question. Will Customs employees be transferred to the 
border area? If so, what will the effect be on other Customs 
districts? 

Answer. Up to 28 Special Agents and up to 21 Customs Patrol 
Officers will be transferred to the Southwest Border. This is 
part of the Customs Service effort to transfer Office of 
Investigations staff from low impact areas to high impact areas. 

Question. Will any of the funding received from ONDCP be 
used for this purpose? 

Answer. No. 


CARGO PROCESSING ALONG THE MEXICAN BORDER 

Question. Please describe your plans for augmenting cargo 
processing along the U.S. Mexico border. 

Answer. The U.S. Customs Service has launched several 
initiatives to improve our systems in the area of narcotics 
interdiction along the southern border. We will be commencing a 
Southwest Border Gate-to-Gate review, in which we will be looking 
at all existing cargo clearing procedures, the use of high-tech 
equipment, and special operations conducted in cargo facilities. 

We are establishing cross -functional targeting units at our 
major ports of entry with inspectors, agents, intelligence 
analysts, and operational analysis staff personnel as the core 
team. We have developed and will soon be testing an automated 
targeting system designed to increase the efficiency and 
effectiveness of our narcotics and commercial compliance 
targeting units. This expert weighted rule-based system will 
help facilitate the flow of low-risk cargo and concentrate our 
inspectional enforcement assets on the cargo with the highest 
risk. 


The largest elective training initiative in FY 1994 was the 
training of over 300 southern border officers in cargo narcotic 
interdiction techniques. This training, developed by southern 
border officers, was designed specifically to address the unique 
situation that the U.S. -Mexican border presents in narcotic 
smuggling. These officers spent seven days in an intensive 
program in which they were trained in targeting and examination 
technicjues, and in the proper use of the high-tech equipment 
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available along the southern border for the interdiction of 
narcotics. In FY 1995, another 240 southern border cargo 
officers are scheduled to attend the training. 

We have also spent $11,000,000 over several years to support 
special High Intensity Drug Trafficking Areas (HIDTA) narcotic 
interdiction operations along our southern ports of entry and to 
purchase high-tech equipment whose main puzrpose is the 
discovering of narcotics in cargo conveyances and merchandise. 
Customs goal is to conduct more intensive, less intrusive cargo 
inspections through the use of high technology. 

The Commissioner has authorized the expenditure of 
51.3 million to upgrade the performance of the Line Release 
program. Over a dozen specific system enhancements have been 
identified to improve enforcement capabilities. These 
enhancements were identified by field officers from both the 
northern and southern border, and will be phased in over the next 
two years. 

The Customs Service has always performed intensive 
examinations of cargo for the identification of commercial trade 
violations, as well as for the interdiction of narcotics. 
Compliance measurement will determine statistically valid rates 
of compliance with import laws, rules, and regulations. A 
Service-wide commodity driven compliance measurement is being 
performed at a 4 -digit Harmonized Tariff Schedule (HTS) level. 

The examination will be selected using the statistically valid 
random selection used in the compliance measurement program. 

NAFTA AND GATT 

Question. With the recent passage of NAFTA and the Uruguay 
Round, how do you plan to handle an increased volume of trade and 
the likely increase in Customs fraud, while facilitating trade? 

Answer. Customs is aware that all economic projections 
foresee a tremendous increase in the volume of trade for the next 
several years. In fact, we are compiling statistics on projected 
trade patterns and revenue implications for analysis of their 
impact on Customs in both the short and long terms. We intend to 
utilize the results of this analysis for many reasons, including 
the continued maintenance of a national trade enforcement 
strategy. For the past few years, Customs, where possible, has 
been using a targeted, selective approach to fraud enforcement 
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rather than a transaction by transaction approach. We have been 
encouraging our field personnel to use available software to 
manipulate data to look for trade aberrations rather than to 
review each and every import transaction. We couple this broad 
approach with a compliance review measurement program in which 
individual transactions are randomly selected for in-depth 
review. Results from this program are also used to direct 
Customs enforcement efforts. Customs is also in the process of 
integrating the provisions of the Customs Modernization Act (the 
Mod Act) into our agency. The Mod Act places the burden for 
compliance on the importer and gives Customs the responsibility 
for informing the importer of its obligations. Given all of the 
above, we believe that Customs is eminently capable of 
facilitating increased volumes of legitimate trade while 
intercepting that which is fraudulent. 

Question. Please describe in greater detail the role of the 
Office of Strategic Trade in the implementation of the NAFTA rule 
of origin provisions. What is Customs doing to ensure that the 
rules are being properly implemented? How are you measuring the 
success of these efforts? 

Answer. Many elements in the Customs Service are working 
collectively to ensure the enforcement of NAFTA. The Office of 

Strategic Trade (OST) , just recently established, has designated 

NAFTA as one of its top priorities and is placing heavy emphasis 

on this subject as part of Customs "Trade Enforcement Action 

Plan." We recently concluded a conference of various entities 
within Customs to identify those merchandise areas that have the 
greatest likelihood of violating the requirements stipulated 
under the Agreement, and to draft a plan of action to address 
these areas. 

OST is helping to assure the 1200 NAFTA verifications 
Customs committed to undertaking are completed in 1995. We have 
already begun interventions in certain industrial sectors 
suspected of circumventing NAFTA rules and regulations. In 
addition, our auditors are aggressively pursuing several 
agricultural sectors, with results that appear to be promising. 

In order to gauge the success of our endeavors, we have a 
compliance measurement system which provides a comprehensive 
measurement of the compliance of importations across the entire 
spectrum of the Harmonized Tariff Schedule (HTS) in FY 1995. 

This system provides a statistically sound method of measuring 
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compliance levels from cargo examination through Entry Summary 
liquidation. We are using this compliance measurement system 
with a particular emphasis on NAFTA, since the system provides a 
baseline from which future progress can be measured. As , a means 
of securing compliance under the NAFTA requirements OST is 
working cooperatively with all other Customs offices to assure 
that this is a successful joint effort. 

MONEY LAUNDERING AND ASSET REMOVAL PROGRAM 

Question. How successful have your efforts been in 
targeting suspected money laundering and implementing the 
nationwide asset identification and removal program? 

Answer. As part of our financial enforcement strategy, 
Customs has developed Asset Identification and Removal Groups 
(AIRGs) , which are interdisciplinary groups composed of agents, 
forensic auditors, intelligence research specialists, and asset 
identification specialists. AIRGs target for seizure the assets 
of people and organizations suspected of laundering the proceeds 
of illegal enterprise. While parallel criminal charges are 
investigated and cases are developed against suspected violators, 
AIRGs investigate compliance with currency statutes. Before 
AIRGs, the investigation of violations took place after the 
arrests had occurred. By that time, it was often too late to 
locate and seize the currency and' assets of criminal enterprises. 
Many times, these individuals and organizations had taken 
"corrective” legal action to protect their assets. With AIRGs, 
the investigation of an individual or an organization involved in 
multiple criminal enterprises is pursued as a "single 
proceeding, " making it more difficult for criminals to evade law 
enforcement officials and protect their assets. 

Customs has implemented AIRGs in twelve Special Agent in 
Charge offices in the United States. The agents selected for the 
groups are formally trained in asset identification and 
forfeiture at the Federal Law Enforcement Training Center (FLETC) 
by the Enforcement Training Staff and experienced senior special 
agents from field locations. 

Customs is fully committed to using asset seizure and 
removal as a mechanism for destroying well organized criminal 
organizations. To measure the success of our efforts, one can 
look to the value of seizures which have resulted from outbound 
financial investigations conducted by Customs. In FY 1993, 
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Customs opened 1,171 investigations which resulted in the seizure 
of approximately $62 million in currency and negotiable 
instruments. By comparison, Customs opened 1,516 investigations 
in FY 1994 which resulted in approximately $144 million in 
currency and negotiable instruments. 

TRANSSHIPMENT 


Question. Has Customs made any progress in combatting 
illegal transshipments? 

Answer. We feel we have made great strides in combatting 
illegal transshipment. "Jump teams" continue to be an important 
part of our effort to identify illegal textile transshipment. 
Since October, Customs has sent jump teams to ten countries, 
identifying a number of factories involved or suspected of being 
involved in textile transshipment. One jump team visit 
identified over $8 million worth of completed garments 
(three containers) that were in the process of being transshipped 
through a third country. The three containers were seized by 
local authorities. U.S. Customs has identified 27 additional 
countries to be visited by the end of June, resulting in a total 
of 37 countries visited from October to June- -with several 
countries visited twice. 

In addition, based on Section 333 (a) , Subtitle D, of Public 
Law 103-465, Treasury will begin publishing the names of those 
manufacturers, exporters, and sellers involved in textile 
transshipment. United States importers entering products that 
were directly or indirectly processed by one of the foreign 
entities named on the list will be required to show to the 
satisfaction of U.S. Customs that they exercised reasonable care 
that the origin of the imported product is accurate. Once 
implemented, this should be an incentive for foreign entities not 
to become involved in textile transshipment. 

U.S, Customs has created a new office, the Office of 
Strategic Trade, which has identified those commodities that are 
to be a primary focus for our activities. Textiles has been 
identified as one of those commodities. The Strategic Trade 
Textile Industry Team is currently working on nine intervention 
projects, five of which involve transshipment. This group is 
also instrumental in identifying countries to be visited by jump 
teams. 
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Finally, given the continuing financial incentives to 
transship, and that jump teams are most effective in countries 
with small to medium production capabilities, additional methods 
of scrutiny are being developed. Statistical data from larger, 
more developed countries displaying their imports and exports of 
textile merchandise, domestic production, and local consumption 
capacity are being analyzed. This will allow action to be taken 
on a broader range of transshipment sources than previous 
methods . 


TREASURY FORFEITURE FUND 

Question. Please detail how Treasury allocates funds to the 
various agencies which contribute to the Treasury Forfeiture 
Fund. How does Customs allocation compare to its contributions 
in FY 1996? In FY 1995? 

The decisions on the distribution of resources from the 
Treasury Forfeiture Fund are made by the Treasury Under Secretary 
for Enforcement, based on recommendations of the Executive Office 
of Asset Forfeiture. The allocations of resources from the fund 
are based on the amount needed for equitable sharing payments to 
local governments for their participation in asset sharing cases, 
as well as the support needed for certain permanent expenses, 
such as property management contracts and administration of the 
fund and seized assets. Funds are also allocated for expenses 
related to the payment of information/payment of evidence and 
equipment . 

The allocation process can be illustrated by examining what 
occurred in FY 1994. In FY 1994, Customs contributed 
$140 million to the Fund, the largest contribution from 
participating bureaus. Customs was allocated a total of 
$131 million, which was comprised of $102 million in 
discretionary funds and $29 million in funds for asset-related 
contract services. Customs expenditures for asset-related 
contract services benefit all bureaus participating in the Fund. 


Allocations for FY 1995 are estimates. 
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Customs 

Contribution 

Allocated to 

Customs for 

Discretionary 

Purposes 

Allocated to 
Customs for 

Contract 

Services 

FY 1994 

$140 million 

$102 million 

$29 million 

FY 1995 est. 

$133 million 

$99 million 

$35 million 


Allocations for FY 1996 will not be made until this summer. 

HIDTA TRANSFERS 

Question. Customs received a transfer of $4,196 million in 
FY 1995 from the ONDCP. Provide a detailed breakdown of how and 
where these funds are being used. How do you plan to use ONDCP 
funds in FY 1996? 

Answer. The tables on tJie next five pages contain 
information which detail the location, purpose, and amount of the 
original $4,196 million transferred from the Office of National 
Drug Control Policy (ONDCP) which has been distributed nationwide 
for drug control purposes. Because the FY 1996 HIDTA planning 
process will not be initiated until June, there is no comparable 
information available for FY 1996. 


USE OF FY 1995 HIDTA FUNDS 
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USE OF FY 1995 HIDTA FUNDS 


Imperial Valley Conducts multi-agency $3,30,000 

Multi-Agency interdiction operations with 

Interdiction all major Federal, State, and 

local agencies, including 
JTF-6 . 

San Diego Financial A 42 -member financial task $163,000 

Task Force force. 

Operation Alliance, An 8-member intelligence $60,000 

HIDTA Intelligence group on the border which 

Group identifies co-conspirators, 

assets, and determines 
interrelationships between 
members and organizations. 

OlP-Wagon Train Contributes to the $388,000 

dismantling of major drug 
conspiracies by using state 
of the art tracking and 
electronic surveillance 
equipment in the execution of 
controlled deliveries. 

Predictive Analysis Will assemble predictive $240,000 

Team intelligence to be utilized 

(New initiative) by all participating 

agencies, including those 
agencies which are affected 
by narcotics smuggling 
corridors within the West 
Texas -New Mexico HIDTA. 

Includes Wagon Train joint 
controlled deliveries. 

Financial Task An 11-member financial task $138,000 

Force, force which is collocated 

El Paso, TX with the Financial Disruption 

Task Force, which is focusing 
on an organization which 
specializes in money 

laundering . 
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USE OF FY 1995 HIDTA FUNDS 


Aranda-Rodriquez, 
Presidio, TX 

A 4-member task force wliich 
focuses on dismantling 
organizations which smuggle 
narcotics . 

$39,000 

Border Response, 

El Paso, TX 

Initiative to address port 
running. 

$34,000 

West Texas HIDTA 
Executive Committee 
(New initiative) 

Will administer the West 

Texas HIDTA. 

$27,000 1 

Las Cruces HIDTA 

Task Force 

A 22 -member task force 
located in Southern New 

Mexico which focuses on 
dismantling organizations 
which smuggle narcotics. 

$13,000 

Joint Intelligence 
Center 

Responsible for providing 
analysis and data. 

$57,000 

Bernalillo, New 
Mexico 

A 14 -member task force which 
focuses on disrupting and 
dismantling narcotics 
distribution networks. 

$17,000 

New Mexico Money 
Laundering Task 

Force 

(New Initiative) 

Located in Albuquerque and 

Las Cruces- Has the 
objective of disrupting money 
laundering organizations. 

$370,000 

San Antonio 

Financial Task 

Force 

A 16 -member financial task 
force which conducts phased 
investigations of Mexican and 
Colombian smuggling 
o rqan i za t ions . 

$73,000 
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USE OF FY 1395 HIDTA FUNDS 


Operation Plague, 
Brownsville, TX 

A 22 -member multi-agency 
special operation focusing on 
drug- smuggling, money 
laundering, and intelligence. 

393 , 000 

McAllen Financial 
Task Force (Texas) 

A 13-member joint financial 
task force which conducts 
global money laundering 
investigations . 

$80, 000 

Northern Exposure 
(Laredo) 

An undercover operation which 
focuses on the dismantling of 
organizations which smuggle 
narcotics and launder money. 

$21,000 

Del Rio Taslc Force 

A 10-member joint task force 
which has targeted over 32 
corporations and individuals 
for money laundering 
violations . 

$47,000 

Tucson Financial 

Task Force 

A 15 -member financial task 
force which focuses on 
international narcotics 
smuggling and money 
laundering. 

$61,000 

Santa Cruz County 
Drug Enforcement 

Unit 

' A 15-member task force 
located in Santa Cruz County 
which focuses on the 
disruption and dismantling of 

1 organizations which smuggle 
narcotics and launder money. 

$67,000 

Drug-Related Public 
Corruption 

Initiative 

(DRECOIN) 

A 7 -member integrity task 
force which investigates 
corruption at the Federal, 

' State, and local levels. 

$38,000 

Phoenix Financial 
Task Force 

A 3 -agency effort in two 
locations. Task force 
focuses on the disruption and 

1 dismantling of organizations 
which smuggle narcotics and 
launder money. 

$145,000 
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SW Border Alliance 
Yuma , AZ 

A 20 -member task force which 
uses a multi-faceted 
investigative approach to 
address drug- trafficking and 
money laundering. 

$42,000 

Arizona Alliance 

Law Enforcement 

1 Response Team 

1 CAALERT) 

A 21 -member response team 
which provides a linkage 
between interdiction and 
investigations through the 
use of controlled deliveries. 

$40,000 

1 Cochise Border 

1 Alliance (Arizona) 

The goal of the Cochise 

County HIDTA effort is to 
dismantle and disrupt 
significant drug trafficking 
and drug money laundering 
organizations . 

$43,000 

"Eagle Eyes" 

The primary objective will be 
to provide volunteer 
inspectors from different 
ports of entry (POEs) in the 

El Paso District to work at 
POEs at Columbus, Antelope 
Wells, and Santa Teresa. 

$11,000 

Los Angeles 
(Metro HIDTA) 

A 137-member joint task force 
involved in the dismantling 
of major international drug 
smuggling organizations. 

$49,270 

Houston (Metro 

HIDTA) 

A 95 -member money laundering 
task force which traces 
illegal drug proceeds and 
identifies money launderers. 

$320,000 

New York -Gangs 
(Metro HIDTA) 

NYPD--A 35-member NYPD-NYSP- 
DEA Gang Task Force which 
targets gangs involved in the 
trafficking of narcotics. 

$25,000 
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USE OF FY 1995 HIDTA FUNDS 


New York-El Dorado 
(Metro HIDTA) 

El Dorado- -A 140 -member 
financial task force with 
satellite offices in Nassau 
and Suffolk Counties. 


Miami 

(Metro HIDTA) 

A 250-member task force 
composed of 26 agencies which 
focuses on money laundering 
at the international, 
domestic, and regional 
levels . 


1 TOTAL 


asm 


USER FEE ACCOUNTS 

Question. What is the current cumulative surplus/deficit 
(excess of collections over expenses) in the Merchandise 
Processing user fee account, and the COBRA user fee account, 
respectively. 

Answer. Merchandise Processing Fee collections, as of 
February 20, 1995, total $263 million. This does not represent a 
surplus or a deficit, as no expenses are paid out of the 
Merchandise Processing user fee account. These funds go into the 
Treasury general fund, and are then used to offset Customs 
commercial costs. 

As of February 28, 1995, the COBRA user fee account has a 
surplus, or unobligated balance, of $374 million. 

FY 1996 BUDGET PROPOSAL 

Question. What is the budget increase the Customs Service 
is requesting in FY 1996? 

Answer. The only proposed increase in any of Customs 
accounts is an additional $685,000 from the Violent Crime Control 
and Law Enforcement Trust Fund. This addition would be used to 
enhance Customs activities in border enforcement measures. 
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Overall, Customs budget request represents a decrease of 
$38.7 million from FY 1995 levels. 

RECEMT ALLEGATIONS 

Question. Do you plan to use any of these resources in the 
FY 1996 budget to investigate into the recent allegations of 
corruption in the U.S. Customs Service which include a pattern of 
collaboration between drug traffickers and Customs agents? 

Answer. Within the Customs Service, the Office of Internal 
Affairs has been authorized to investigate any allegation of 
corruption and criminal misconduct of Customs employees related 
to the performance of their official duties. Thorough 
investigations support honest employees while identifying the 
occasional unscrupulous employee, who can then be removed from 
his or her position within the Customs Service. 

The Office of Internal Affairs has already begun looking 
into the recent allegations of corruption. It will continue to 
look into any allegations of corruption which arise in FY 1996, 

FY 1997, and beyond. Resources for the Office of Internal 
Affairs are provided on an ongoing basis. No additional funds 
are being proposed as part of the FY 1996 budget request. 

Question. Is the Customs Service planning to restructure 
their department to respond to recent allegations of poor 
performance at the Southwestern border? 

Answer. Customs is not restructuring its operations because 
of the allegations made in the L.A. Times or on the Dateline 
television program. The information and allegations used by the 
reporters were either incorrect or distorted. The Customs 
Service has had considerable success along the Southwest border 
over the past 12 years by being flexible and addressing the real 
threats for drug smuggling. For instance, it was Customs air 
program that stopped the widespread use of private aircraft to 
smuggle drugs across the border with Mexico. 

The threats today are two- fold. The first is in the 
passenger vehicle area, as witnessed by the surge in violent 
incidents involving smugglers driving through ports at a high 
rate of speed. The second is in the cargo area. To address 
those threats, Customs has begun a long-term operation called 
HARD LINE, This operation focuses our resources on disrupting 
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and eventually reducing drug smuggling through our ports of 
entry. Approximately 50 special agents and patrol officers will 
be transferred to offices along the southern border to provide 
investigative support, participate in cross- functional 
intelligence teams, and provide a uniformed presence at the ports 
of entry. To deter port running and lessen the probability of 
violence against officers and innocent bystanders, modifications 
to the ports of entry will include the purchase and installation 
of jersey barriers, fixed and hydraulic bollards, improved 
lighting and communications, stop-sticks (controlled deflation of 
tires), and security cameras. 

Question. Will any increased funds be used in the 
distribution of agents at the three ports of entry? 

Answer. No. 


OPERATION HARD LINE 

Question. How much of the FY 1996 budget will be used to 
fund "Operation Hard Line"? 

Answer. No funding for Operation Hard Line is included in 
the regular FY 1996 budget request. 

Question. If funds come from FY 1995 obligations, where are 
these funds transferred from? 

Answer. The present plan is to use $4 million from the 
1995 Crime Bill and $1 million from the Treasury Forfeiture Fund. 
In addition, the Administration is considering a possible 
supplemental request if a funding source can be determined to 
offset the increased cost. 

Question. With increased budgets, do you expect a greater 
success rate at apprehending drug smugglers at the southwestern 
border? 

Answer. HARD LINE complements the successful efforts of the 
United States Border Patrol between the ports of entry, including 
Operations HOLD THE LINE and GATEKEEPER, as well as the 
activities of the Customs Air Program, in the air space above the 
border, to create a unified Southwest border enforcement system. 
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Operation Hard Line is a creative and innovative response to 
a national problem. The smuggling of illegal narcotics generates 
enormous illegal activity and violence, which affects all of us. 
Customs strategy is aimed at reducing the flow of drugs into the 
United States and protecting the general public, as well as our 
law enforcement personnel, from the effects of the drug trade. 

MEASURES TO PREVENT CORRUPTION 

Question. What additional measures should be taken to ensure 
Congress that corruption within the Customs Service will be 
curbed? 

Answer. The unsupported broad-brush allegations made in the 
newspaper article and television piece are easily made and 
difficult to counter. Many of the allegations made in the 
San Diego area were the same ones made more than three years ago 
by a disgruntled former employee. They were investigated by our 
Office of Internal Affairs, the Treasury Inspector General, or 
the U.S. Attorney for San Diego. All were found to be 
unsubstantiated. 

As a matter of policy, Customs already takes a number of 
steps to prevent incidents of corruption within the Customs 
Service- We have random drug testing of inspectors, agents, and 
canine officers. We conduct random cross-cutting enforcement 
operations in front of the regular primary inspection lanes to 
make it difficult for a smuggling organization to predict when 
the best time is to send a loaded vehicle to a potentially 
corrupt officer. Finally, our Office of Internal Affairs 
vigorously investigates any specific allegation of corruption. 

THE FY 1994 BUDGET 

Question. What was the budget increase between FY 1993 to 
FY 1994? 

Answer. In FY 1993, Customs Service appropriations 
(P.L. 102-393) totaled $1,469,433,000. In FY 1994, Customs 
Service appropriations {P.L. 103-123) totaled $1,454,030,000. 

This represents an overall decrease of $15,403,000, or a little 
over one percent, from FY 1993 to FY 1994. 
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Question. If there was an increase in resources between 
FY 1993 and FY 1994, what percentage of funds went towards drug 
interdictions at the southwestern border? 

Answer. There was a decrease in Customs budget from FY 1993 
to FY 1994; however, Customs maintained its drug interdiction 
efforts on the Southwest border. In total, the Customs Service 
devotes about 35 percent of its budget to drug interdiction. 

OPERATION HARD LINE 

Question. Last Saturday, Commissioner Weise and National 
Drug Control Policy Director Brown announced a new initiative 
called "Operation Hard Line" to strengthen efforts to combat drug 
smuggling along the Southwest border. This new initiative is in 
response to changing trends in drug smuggling and a surge of 
violent confrontations with drug runners in ports. The proposed 
budget for this new initiative is $12 million. Could you please 
describe this new initiative and indicate if the money to fund 
the initiative is already included in the President’s FY 1996 
budget or constitutes an addition to the President's budget. 

Answer. Current estimates are that 70 percent of the cocaine 
smuggled into the United States crosses our common border with 
Mexico. In addition to the terrible toll the use of cocaine 
takes on our country, this illegal activity has generated a 
number of related problems, including disturbing trends of 
escalating violence at ports of entry which jeopardize the safety 
of Customs personnel and endanger the public. 

In response to the massive narcotics threat, the Customs 
Service is implementing Operation HARD LINE to focus on 
permanently hardening our anti -smuggling efforts at the ports of 
entry. HARD LINE will build upon the successful United States 
Border Patrol operations between the ports of entry, including 
HOLD THE LINE and GATEKEEPER, and the successful efforts of 
Customs Air Program, in the air space above the border, to create 
a comprehensive and \mified Southwest border enforcement system. 

In order to enhance port enforcement and officer safety. 
Customs has identified various capital improvements, such as 
concrete barriers and hydraulic and pneumatic bollards, to 
greatly diminish, or totally eliminate, the problem of port 
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running. Rather chan hiding drugs in false gas tanks or spare 
tires, port runners load their car’s trunk with drugs, and, if 
confronted by an inspector, accelerate out of the inspection 
lane, often careening wildly. Several inspectors and local 
citizens have been nearly run over by port runners. Some cases 
resulted in shootings. Port running incidents jumped three -fold 
in 1994, to 795 ’ reported cases. 

The problem of narcotics smuggled in commercial conveyances 
and cargo will also be addressed through improved targeting and 
interdiction procedures, expanded use of full -container x-ray 
equipment, proactive investigative support by means of intense 
source development, and intelligence gathering and assessment. 
HARD LINE also proposes the staging of Customs Black Hawk 
helicopters in the United States to ferry Mexican counter-drug 
forces to arrest traffickers and seize narcotics in Mexico. 

It is not included in the FY 1996 budget request. 

REQUESTED FUNDING IN FY 1996 FOR DRUG CONTROL ACTIVITIES 

Question. Requested funding by Customs for drug control 
activities for FY 1996 is roughly $420 million. Requested 
personnel levels are 4,924 FTEs. This is a reduction from the 
$466 million and 5,113 FTEs budgeted by Customs for drug control 
activities in FY 1994. By contrast, during that same time. 
Customs funding for commercial operations has increased nearly 
10 percent and personnel levels have increased by 4 percent. Why 
has Customs increased its resources for commercial operations and 
decreased them for combatting drug smuggling? Is this impeding 
Customs ability to carry out its drug enforcement functions? 

Answer. The 200 FTE decrease in drug enforcement FTE between 
FY 1994 and FY 1996 is actually a reflection of the success of 
Customs air and marine programs in deterring airborne and 
seaborne deliveries of illegal narcotics. These programs were 
reduced in FY 1995, in part as a result of reduction in the 
threat of deliveries of illegal narcotics by these means. The 
increases in commercial programs reflect Congressional support of 
Customs role in American commerce. 
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REDUCTION IN AIR PROGRAM FUNDING 

Question. Since FY 1994, Customs budget for the air 
enforcement program against drugs has fallen from $177 million to 
$112 million, a decrease of nearly 36 percent. It appears chat 
no other part of the Customs budget has been reduced so 
dramatically. Please explain why this is Che case. Is our air 
program still funded at a level that makes it an effective 
enforcement operation? 

Answer. The Aviation Program, like most other Federal 
programs, has to operate under greater fiscal constraints in 
FY 1995. The FY 1995 air program budget was reduced by 
approximately $45 million. Customs placed 22 aircraft into 
long-term storage, redeployed aircraft, and reduced flight hours 
by approximately 30 percent. 

Because of its success in reducing airborne smuggling 
directly into the United States, it is believed that the present 
threat is being adequately addressed with the remaining 
resources. Customs has streamlined its program and operations to 
achieve the types of economies and efficiencies which would 
maintain a viable interdiction capability. Moreover, Customs has 
placed a high priority on maintaining the infrastructure to 
include retaining all operating locations, aircrew, interceptor/ 
tracker and enforcement/bust aircraft in order to flex back to an 
increased domestic interdiction response posture. 

The proposed reductions in the FY 1996 operating level will 
be absorbed in the same manner of reducing flight hours and 
scaling back the Customs Citation interceptor training program in 
Mexico. The proposed FY 1996 base budget of $60,993 million will 
be supplemented with $20.1 million in funding from unobligated 
carryover balances. This additional funding from unobligated 
balances will not be available for FY 1997. 

RESOX7RCB8 SPLIT BETWEEN COMMERCIAL AND NON- COMMERCIAL USES 

Question, The proposed Customs budget for FY 1996 devotes 
approximately 60 percent to commercial operations and 40 percent 
to non- commercial operations (such as drug enforcement, control 
of illegal exports, control of child pornography, and support of 
the enforcement efforts of other agencies like USDA) . How does 
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this compare with historical trends in Customs allocation of 
resources? 

Answer. As you can see from the table below, Customs has 
maintained this split in the allocation of resources for some 
time . 


U.S. CUSTOMS SERVICE 

SALARIES & EXPENSES 

Resources Split Between Commercial and Non-Commercial Use 

Commercial Non-Commercial Total 



FTE 

$000 

FTE 

SOOO 

FTE 

SOOO 


1990 

10,076 

618,246 

6,430 

436,633 

16,506 

1,054,879 

1/ 

1991 

10,069 

668,110 

5.977 

486,864 

16046 

1,154,974 

V 

1992 

10,871 

754,581 

6,540 

511,724 

174U 

1,266,305 

3/ 

1993 

10,130 

733,428 

7,077 

591,616 

17207 

1,331,420 

4/ 

1994 

10,361 

769,915 

6,605 

584,406 

16966 

1,354,321 

5/ 

1995 

10,841 

847,674 

6,368 

544,977 

17209 

1,392,651 

6/ 


FOOTNOTES; 

DATA 

1/ . FY 1 990 AcluliFTE Level; FY ! 990 ActtudObUgrtioo Level 

2/ - FY 1991 Actual FTE Lewi; FY 1991 Actual Obligatioo Level 

3/ - FY 1992 Appropriated FTELevd; FY 1992 Appropriated Funding Level 

4/ - FY 1993 Actual FTELewt FY 1993 Actual ObUgaboo Level 

V - FY 1994 Actual FTELevd; FY 1994 Actoal Obligation Lcvd 

6/ - FY 1995 Appropriated FTELevd; FY 1995 Appropriated FundmgLevd 
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Chairman Crane. I would now like to invite Mr. Shapiro to come 
forward. 

Mr. Shapiro, actually, we are going to give you a double assign- 
ment. You might address first tne question of USTR and then if 
you would be so kind, after having completed that, get into the 
question of GSP extension. 

STATEMENT OF IRA SHAPIRO, SENIOR COUNSEL AND 
NEGOTIATOR, OFFICE OF THE U*S. TRADE REPRESENTATIVE 

Mr. Shapiro. Thank you, Mr. Chairman. 

If I may, Mr. Chairman, this is my first time here with you in 
the chair, and I simply wanted to add on the record what I said 
before, which was that any of our success in trade policy in the last 
couple of years has been because of bipartisan support. We have 
worked very hard in this committee with both Republicans and 
Democrats at the member level and staff level, and we have always 
been grateful for the working relationship. I know Ambassador 
Kantor and the rest of us intend to continue it to the best of our 
ability. 

Mr. Chairman, it is a great pleasure to be here to present 
USTR’s budget authorization request and also to discuss the ad- 
ministration^ strong support for extending the GSP I^ogram. I will 
try to keep my remarks brief and hope that my full statement can 
appear in the record. 

Mr. Chairman, the administration is proposing a 2-year exten- 
sion of the authorization for appropriations for USTR. For fiscal 
year 1996, we are recommending an authorization of $20,949,000. 
For fiscal year 1997, we are recommending an authorization of 
such sums as mav be necessary. 

The 1996 authorization request would match the President’s 
budget request for that year, and the such sums lanmage for fiscal 
year 1997 is intended to leave maximum flexibility in setting 
uSTR’s appropriation level for the fiscal year that begins 19 
months from today. 

For both years, Mr. Chairman, we would propose to retain the 
existing limitation of $98,000 for representation activities and $2.5 
million for the amount that can be carried over from one fiscal year 
to the next. 

Mr. Chairman, essentially, the authorization level we are asking 
for is a no-growth level. These are levels that we believe will con- 
sistently challenge us to economize and to try to find ways to con- 
tinue to operate efficiently. 

Mr. Chairman, I believe that we can all take some pride in the 
accomplishments of the past 2 years in trade that USTR has been 
involved in. We were involved in the creation of the largest hemi- 
spheric free trade zone in the world, the completion of the negotia- 
tions and the congressional approval of the broadest global trade 
agreement in history, and, beyond that, by our count 71 trade 
agreements and investment agreements in the past 24 months. 

From our standpoint, the record doesn’t end there because we 
have also worked hard to set the stage for more expansion of trade 
and more jobs for American workers in the future by reaching 
agreements and setting realistic and achievable goals to reduce 
trade barriers with countries in APEC, the Asia-Pacific Economic 
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Cooperation forum, and with the 34 nations of Latin America. As 
you know, these are the fastest growing markets in the world and 
they will oe in the future significant opportunities for U.S. exports, 
and nothing that we have accomplished to date could have been ac- 
complished without the bipartisan support of Congress. 

But if I could leave one message with the subcommittee today, 
it would simply be to say that our work is far from done. In fact, 
the conclusion of NAFTA and the Uruguay round opens the door 
to a whole new phase of work for us in tne years to come. 

Ambassador Kantor has set two priorities for the agency. The 
first is to implement and enforce our existing trade agreements and 
the second is to expand trade for the increase of U.S. products and 
services around the world. 

I just want to say a word about this implementation issue, be- 
cause we take it very seriously, and I want to try to convey simply 
how important it is and that it is resource intensive as well. 

Mr. Chairman, recently, one of our staff indicated to me that she 
had spent 90 percent of her time 1 year in the implementation and 
carrying out of the semiconductor aCTeement several years ago that 
we entered into between the United States and Japan. And I think 
that is indicative of the fact that trade agreements are important 
and we have worked hard for them, but that is only the first step. 

And with respect to all the agreements — from the WTO to 
NAFTA to our 14 bilateral agreements with Japan to the intellec- 
tual property agreement that we are quite pleased about that we 
entered into just yesterday with China — the enforcement and im- 
plementation of these agreements is very serious, and it requires 
a commitment of staff that we intend to make with the committee’s 
support. 

The other thing that I will mention is that we have a number 
of ongoing 301 cases, investigations which require considerable ef- 
fort on our part, ranging from the European Union’s import regime 
on bananas to Japan’s practices in the aftermarket for auto parts, 
to Korea’s barriers to our beef exports. 

We will continue to use our trade laws and to carry out the law 
as Confess has told us to to aggressively try to open markets and 
make these agreements work for U.S. companies and, most impor- 
tant, for U.S. workers. 

Mr. Chairman, Ambassador Kantor has oflen said there is noth- 
ing that is academic about what we are doing here. This is part of 
an economic agenda designed to create jobs and expand opportuni- 
ties for our workers around the country, and that is what we in- 
tend, with your support, to continue doing. 

Let me just add 2 or 3 minutes on GSP and then, of course, re- 
spond to any questions you have. 

The GSP Program expired on September 30, 1994, but in the 
Uruguay round implementing legislation, ConCTess reauthorized 
the program, extended essentially without modifications through 
July 31, 1995. The administration supports the reauthorization of 
the GSP Program and continues to believe that it is an important 
program. 

It is a program that, by eliminating import duties in certain 
product areas, provides a market-based incentive for trade and de- 
velopment. Congress since 1974 has been supportive of the view 
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that developing throu^ trade rather than aid was an appropriate 
course, and we think GSP is still an important tool in that regard. 

It has also been over the years a flexible and effective mecha- 
nism for furthering our trade policy agenda in the areas of market 
access, asking other countries to assume their responsibility for 
open markets and joining the trading system, in the area of intel- 
lectual property, and also in the area of workers* rights. 

Mr. Chairman, last year, you will recall that the subcommittee 
approved some program reforms which I think are fairly described 
as relatively modest, but constructive reforms that we think will 
make the program work better. Those reforms included putting 
into statute the so-called 3-year rule so that products would only 
be added or could only be added once every 3 years. 

You would not have to go through the process of reviewing indi- 
vidual products each year. We also in that reform proposal had in- 
cluded a change in the competitive need limit, lowering that com- 
petitive need limit, which is the limit at which trade can occur in 
a product line and still be eligible for GSP — we had lowered it from 
$108 million, I believe, to $75 million, and kept in effect the notion 
of a waiver for appropriate cases. 

We had also recommended, and the subcommittee had endorsed 
last year, the idea of a reduction in the per capita income level of 
countries that would be eligible for GSP from $11,000 to $7,000 per 
capita. 

And finally, we had added provisions to make sure that addi- 
tional benefits would be available for the least of the less-developed 
nations, because I think a review that we have had of the GSP Pro- 
gram suggests that the LDCs were not getting as much support 
and encouragement through removal of tariffs as we would have 
liked. 

We have looked at that proposal again, Mr. Chairman, and we 
would recommend to the subcommittee that the administration 
support those reforms as approved by the subcommittee last year. 
We would support GSP and the reforms in the proCTam, as such. 

On the difficult area of funding, we are prepared to work with 
the Congress to try to figure out the funding for the program and 
put it on a somewhat more stable basis. There is no question, as 
you commented, and as I believe Mr. Payne commented before he 
left, that this proCTam will be stronger if it is funded on a 
multiyear basis, and the last 2 years, when we have had 12-month 
extensions or 10-month extensions, have created a good deal of \m- 
certainty. 

We are aware, obviously, as you are, of the fiscal constraints. We 
can only say that we would like to work with you to see if between 
USTR, 0MB and the committees that we can find a way to fund 
this pr^am more securely. 

Mr. Chairman, that concludes my remarks. I am happy to re- 
spond to any questions about our authorization or the GSP Pro- 
gram. 

[The prepared statement follows:] 
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Testimony of Ira Shapiro 
Senior Counsel and Negotiator 
Office of the United States Trade Representative 
Before the Subcommittee on Trade 
Committee on Ways and Keans 
United States House of Representatives 
February 27, 1995 


Mr. Chairman: 

It is my pleasure to appear before the Subcommittee today to 
present the budget authorization request for the Office of the 
United States Trade Representative and to discuss the 
Administration's support for extending the Generalized System of 
Preferences program. This morning, I would also like to 
highlight some of the enforcement actions taken by the 
Administration in the last two years, and describe our commitment 
to enforcing trade agreements in the next two years. 

As members of the Subcommittee know, the Office of the United 
States Trade Representative has an enormous mission: to develop 
and coordinate U.S. international trade, commodity, and trade- 
related direct investment policy, to articulate trade policy for 
the Administration, and to lead negotiations with other countries 
on these matters . 

This is a mission that USTR tackles with great enthusiasm and 
dedication. The agency gets the job done with a small, but 
highly motivated, professional staff that is dedicated to 
promoting U.S. economic interests. The 166 FTEs proposed for 
FY 1996 is complemented by personnel support from other Federal 
agencies and by students and interns. Together, these staff have 
helped produce remarkable results, and will continue to be ^ 

challenged in carrying out the tasks that lie ahead. 

Two-Year Authorisation 

We are proposing a two-year extension of USTR's authorization of 
appropriations, for fiscal years 1996 and 1997, The 
Administration's request recommends an FY 1996 authorization 
level of $20,949,000, the same as the level appropriated for 
FY 1995 and the amount requested in the President's Budget for 
FY 1996. The authorization recpiest for FY 1997 is such sums as 
may be necessary. 

For each fiscal year, the Representation fund authority would 
remain at $98,000, and the amount available to be carried over 
from one fiscal year to the next would remain at $2,500,000. 

In short, Mr. Chairman, the Administration is recommending 
straightforward extensions of existing authorizations. 
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Recent Accomplishments 

The Administration and the Congress can take pride in what has 
been accomplished on trade since President Clinton took office 
two years ago. The Clinton Administration, in tandem with a 
bipartisan coalition in Congress, has achieved the most important 
two years in trade in history. 

Working together, we created the largest hemispheric trade zone 
in the world, through enactment of NAFTA; we concluded and 
approved the broadest trade agreement in history, the Uruguay 
Round; we negotiated 38 agreements on Textiles, 14 agreements 
with Japan; 15 bilateral investment treaties, and four 
intellectual property rights agreements. We also negotiated an 
agreement covering 80 percent of global shipbuilding. 

In the last two years, the Administration has also set the stage 
for future trade expansion with Asia and Latin America. 

At the 1993 Leaders meeting in Seattle, the President reached 
agreement with countries of the Asia Pacific Economic Cooperation 
forum to eliminate trade barriers by the year 2010 for developed 
countries and by 2020 for non-developed nations. 

Last December, at the Summit of the Americas, President Clinton 
hosted an historic meeting of 34 nations of Latin America. The 
democratically-elected leaders of those nations enthusiastically 
endorsed the U.S. proposal to construct “The Free Trade Agreement 
of the Americas*' by the year 2005. 

Full Agenda for the Future 

The work that lies ahead in the next two years will be every bit 
as important as what has been accomplished in the last two years.. 
With completion of some 71 agreements since January 1993, our ^ 
trade agenda is now entering a new phase. We will implement the 
agreements we have reached, and lay the groundwork for future 
opportunities to open markets and expand trade. 

The Administration's efforts will fall under two broad goals: 
first, implementation and enforcement of existing agreements; and 
second, expansion of trade to increase exports. 

iffi Ple mgn tatlQn 

Ensuring that the World Trade Organization is constructed with 
U.S. interests in mind is a high priority for USTR and the 
Administration. This goes beyond selection of a new Director 
General. Councils must be set up and agreements need to be 
interpreted. We also need to make sure that other countries live 
up to their commitments under the WTO. Finally, we need to be 
sure that an effective, efficient and strong dispute settlement 
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system is in place. All of this will require close monitoring. 


Enforcement 

Enforcement of both international trade agreements and U.S. trade 
laws underpins the Administration's approach to trade and will 
remain high on USTR's work agenda in the next two years. We will 
use every enforcement mechanism available to us to make sure that 
others live up to trade agreements. These enforcement mechanisms 
include: Section 301, our principal tool for addressing foreign 
unfair trade practices; Special 301 used for enforcing violations 
of intellectual property agreements; the Antidumping and 
Countervailing Duty laws, which we will use under both NAFTA and 
the Uruguay Round; Title VII for enforcement of procurement 
agreements; and Section 1377 of the Omnibus Trade and 
Competitiveness of 1988 for enforcement of telecommunications 
agreements . 

The policy of this Administration is to remain tough in 
vigorously enforcing trade agreements. Those agreements are 
only as good as our commitment to enforce them. Monitoring and 
enforcement activities will be priority activities for this 
agency through FY 1997. 

FY 1996 Budget Request 

The FY 1996 budget request for USTR will support USTR's work 
agenda for that year. This request represents the right resource 
level for allowing USTR to carry out the ambitious work agenda 
that lies ahead, and for ensuring that we do our small part in 
the President's broader effort to reduce the size of Government 
and to make it work more efficiently. 

Our request for FY 1996 provides the same funding level as 
FY 1995, and reduces employment by 2 FTEs. We are confident that 
we can sustain the current operations at the President's budget 
request level. We will absorb nearly $500,000 during FY 1996 
from the rising cost of doing business by reducing administrative 
costs and continuing to make the agency operate more efficiently. 

As you know, the President's FY 1996 Budget requested $20,949,000 
for USTR. At the same time, as part of the President's 
Reinventing Government Initiative, all Federal agencies are 
re-examining their mission. This includes: addressing the 
mission based on "customer" input; asking whether the mission 
could be accomplished as well or better without Federal 
involvement; looking for ways to cut cost or Improve performance 
through competition; and ways to put customers first, cut red 
tape, and empower employees. We are actively participating in 
this effort and will be keeping the Committee fully apprised of 
our review. 
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Generalised System of Preferences 

I would now like to turn to the GSP program. The Generalized 
System of Preferences program, GSP, is authorized by Title V of 
the Trade Act of 1974. The GSP program expired on September 30, 
1994. Due to the bipartisan leadership of this committee, the 
Uruguay Round Agreements Act reauthorized the program, without 
modification, until July 31, 1995. 

Let me briefly describe the GSP program and explain why the 
Administration supports its reauthorization. 

The GSP program offers duty-free access to the U.S. market for 
specified products that are imported from designated developing 
countries and territories. By granting tariff preferences, the 
GSP program reflects the U.S. commitment to an open world trading 
system. 

The program has three broad goals: 

one, to promote economic development in developing and 
transitioning economies through increased trade, rather than 
foreign aid; 

two, to reinforce our trade policy agenda by encouraging 
beneficiaries to open their markets, to comply more fully 
with international trading rules, and to assume greater 
responsibility for the international trading system; and 

three, to help maintain U.S. international competitiveness 
by lowering costs for U.S. business, as well as lowering 
prices for American consumers. 

By eliminating import duties — that is, cutting "taxes” — the 
GSP program provides a market-based incentive for trade and 
development. The GSP program fosters development, and this, in 
turn, creates growing markets for American exports and American 
workers . 

The GSP program is an important aspect of our support for 
democratic and market reform in Central and Eastern Europe and 
the former Soviet Union. Favorable access to our market offers 
an opportunity for entrepreneurs in these emerging democracies to 
earn hard currency. In this way, the GSP program supports the 
political and economic reform in the former Soviet Bloc. 

The GSP program is important to the U.S. business community 
because it eliminates duties on imported parts and components. 
This enables U.S. business to maintain its global 
competitiveness. The GSP program is valuable to retailers and 
American consumers because it effectively lowers prices on 
consumer products. Finally, it is a flexible and effective means 
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of furthering our trade policy agenda. 

For these reasons « the Administration believes that the program 
should be renewed. 

At present, more than 140 developing countries and territories 
are eligible for duty-free treatment on about 4,400 of the 9,400 
product categories in the Harmonized Tariff Schedule of the 
United States. 

In 1994, there were $18.4 billion in duty-free imports under the 
GSP program, accounting for approximately 16 percent of total 
U.S. imports from GSP beneficiary countries and 3 percent of 
total U.S. imports. Some of the leading product categories are 
consumer electronics, computers (i.e. ADP machines), auto parts, 
and toys and dolls. In 1993, Mexico was the single largest 
beneficiary, accounting for $5 billion of the total, but it 
became ineligible for GSP benefits on January l, 1994, with the 
implementation of the North American Free Trade Agreement. 

Current leading GSP beneficiaries include: Malaysia, Thailand, 
Brazil, The Philippines, Indonesia, India, Argentina, Venezuela, 
Russia, Chile and Turkey. 

To qualify for GSP privileges, each beneficiary must meet various 
eligibility requirements. These include market access, worker 
rights and intellectual property rights. The products that are 
eligible for the GSP program are products that are not considered 
*'lmport sensitive". In addition, the GSP statute excludes 
certain products from the GSP program altogether -- for exeunple, 
footwear, textiles and apparel. Each year, USTR conducts a 
review process in which products can be added to, or removed 
from, the GSP program, or in which a beneficiary's compliance 
with the eligibility requirements can be reviewed. 

Each review of a beneficiary's compliance with the eligibility 
requirements requires extensive fact-finding and analysis of a ^ 
beneficiary's law and practice. In most cases, the GSP review 
process encourages the reform of a country's labor or IPR law, or 
a firm commitment to take steps to adhere more fully with 
applicable international standards and practices. 

Let me now briefly describe the efforts last year to have the GSP 
program renewed by the Congress. 

In 1994, the Administration, working in close cooperation with 
this Subcommittee, sought to have the GSP program reauthorized by 
Congress as part of the Uruguay Round implementing bill. The 
Administration's proposal would have made some modest reforms to 
the GSP program. The proposal was modified and approved by this 
Subcommittee. 

The proposal would have made a number of technical changes to the 
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GSP Statute and regulations. These changes would have simplified 
and improved the administration and operation of the GSP program. 
For example, the proposal would have codified the so-called 
three-year rule, by providing that products may only be 
considered for addition to the GSP program every third year. The 
proposal would have reduced the per capita GNP limit in the GSP 
statute from about $11 thousand per capita to about $7 thousand 
per capita. The proposal also would have reduced the so-called 
competitive Need Limit (CNL) from about $108 million to 
$75 million, but it would have retained the authority to waive 
the CNLs under certain circumstances. Finally, the proposal 
would have authorized additional GSP benefits for the least- 
developed developing countries. 

Let me conclude my remarks on GSP by noting that the 
Administration believes that the GSP program has been effective 
in encouraging trade and development in beneficiary countries and 
that the GSP program has contributed to the competitiveness of 
many U.S. companies. We recognize that continued support for 
unilateral tariff concessions depends, at least in part, on the 
extent to which GSP beneficiaries assume greater responsibility 
for the world trading system by, for example, opening their 
markets and adhering fully and promptly to the Uruguay Round 
agreements. This is particularly true for the more advanced 
beneficiaries. Indeed, the Administration expects that, with the 
progressive development of their economies, such beneficiaries 
would participate more fully in the framework of rights and 
obligations under the GATT/WTO. 

In fact, we believe that the GSP program has operated as an 
effective incentive, or "carrot", for beneficiary countries to 
assume greater responsibility for the world trading system by, 
for example, taking commensurate steps to protect intellectual 
property rights and to provide basic worker rights. 

The Administration supports the GSP program and we are prepared 
to work with you, Mr. Chairman, and the Members of this 
Subcommittee to secure the longer-term renewal of the GSP 
program. We believe that longer-term renewal is necessary in 
order to preserve the program's strengths, but are cognizant of 
fiscal constraints. We have carefully re-examined the GSP reform 
proposal that was approved by this Subcommittee last year. The 
Administration supports that proposal, and we believe that it 
merits full and serious consideration. 

Thanks you, Mr. Chairman and Members of the Subcommittee. I 
would be happy to answer any questions that you may have. 
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Chairman Crane. Thank you. 

Inasmuch as our economy over the past several years has grown, 
thanks to increased trade, the importance of looking to future ex- 
panded trade opportunities becomes clear, and that includes free 
trade agreements, hopefully, down the line with Pacific rim coun- 
tries, but most immediately, this year with Chile. Will you and 
your staff be able to work at the same level to open new markets 
with the requests that you are making for a cutback, admittedly 
modest, but a cutback in personnel and without a funding increase? 

Mr. Shapiro. Mr. Chairman, I think that we have essentially re- 
quested a level budget. We are down, I believe, two FTEs in this 
request, and we think that this is adequate for us to do the impor- 
tant work we have got, and at the same time to participate in the 
effort that the administration and Congress are making to keep the 
size and cost of government down. 

Obviously, we have in the past 2 years devoted a considerable 
amount of resources to finishing the Uruguay round, and we will 
be reallocating resources, but we think that we can do the job with 
what we have asked for. 

Chairman Crane. Do you have a timeframe that you would like 
to see implemented for CBI parity? 

Mr. Shapiro. Mr. Chairman, Ambassador Barshefsky testified 
some weeks ago before you, and I can’t add much to what she said 
with respect to CBI parity. We support the program, want to work 
through this, but I don’t have a specific timeframe today. 

Chairman Crane. When do you plan to begin negotiations with 
Chile over the Chilean free trade agreement? 

Mr. Shapiro. We have begun consultations with our NAFTA 
partners and with the Chileans at certain levels. Our first step was 
to review the whole NAFTA to analyze what steps would have to 
be taken for Chile to accede. We have a group going down to Mex- 
ico City next week to meet with our NAFTA partners and to talk 
about this, I think realistically we are hoping to begin formal nego- 
tiations some time in May. 

Chairman Crane. Have you got a target for the successful com- 
pletion of the negotiations? 

Mr. Shapiro. I don’t want to tie the hands of those who are nego- 
tiating it, and I don’t have responsibility for it, but I am hoping 
that we could complete this some time later this year. 

Chairman Crane. I hope so, too. I think it is vital that we get 
it completed before the year is out. 

Thank you. 

Mr. Hancock. 

Mr. Hancock. No questions. 

Chairman CRANE. Mr. Rangel. 

Mr. Rangel. Let me thank you for the fantastic agreement that 
was reached over the weekend. It was 2 years of hard work, and 
from what I read and heard, it was a real win-win for the United 
States of America. Do you have any idea as to what will be, in dol- 
lars or in taxes, the increase in U.S. exports in movies, videos, 
books, music, and computer software? 

Mr. Shapiro. Mr. Rangel, I would have difficulty quantifying it. 
We believed that the piracy that was rampant and has been ramp- 
ant, was costing us, our industries, at least $1 billion a year. Part 
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of this agreement that we are pleased about, not only addresses the 
piracy, but also opens the market for legitimate U.S. copyrighted 
and trademarked works. 

But the market in China is such and the difficulties of predicting 
it are such, that I wouldn’t want to venture much of a guess. I 
think that we will benefit considerably by billions of dollars in the 
coming years, but I do think we are all going to have to work very 
hard to ensure that the agreement is implemented. 

If I could add one thing that I know Ambassador Kantor and 
Ambassador Barshefsky feel strongly about; I believe the success of 
this agreement owes a great dem to the strong support we had 
from Congress and from the private sector. And when I say the pri- 
vate sector, while I have great appreciation for what our cop3nright 
industries did and the support they ^ave us, a lot of the other U.S. 
industries that have interests in China, including some that stood 
to lose if we got into an exchange of retaliation, were also very 
strongly supportive, and it made a great deal of difference. 

Mr. Rangel. On another subiect, in Florida it appeared as 
though your shop and the President made a commitment to the 
Caribbean countries as relates to parity to NAFTA. Could you tell 
me the depth of that commitment because some of the Caribbean 
countries don’t know where we are now on this? 

Mr. Shapiro. We have made that commitment and we are going 
to be pursuing the legislation through the interim trade program 
during this year. That commitment stands. While I am not working 
on it personalljj. Ambassador Barshefsky is. 

It is a commitment that I felt strongly about because I had occa- 
sion last year to go to a gathering of the heads of States of the Car- 
ibbean basin and state our support for it, and it was a disappoint- 
ment that circumstances were such that we didn’t get it done last 
year. 

Mr. Rangel. I note that while our diplomats discuss legal trade, 
I assume that there are some countries as it relates to narcotics, 
that you are never aware of? 

Mr. Shapiro. I am sorry, I couldn’t hear that. 

Mr. Rangel. Knowing how difficult it is to get lane^ge in 
NAFTA and other agreements as it relates to narcotics, I assume 
that in your negotiation over these positive things that the ques- 
tion never reaches your table at all; is that correct? 

Mr. Shapiro. No, actually the Justice Department has been tak- 
ing the lead in that. That hasn’t been something we have been in- 
volved in. I am sorry, I couldn’t hear you. 

Mr. Rangel, It would really be out of protocol for you to raise 
these things — ^is there a restriction other than Justice? 

Mr. Shapiro. No, Mr. Rangel, there isn’t a restriction, and over 
the years, we have on occasion talked about things that go beyond 
our mandate. But I know that in terms of the work that was done 
recently with respect to the financial package for Mexico, there was 
a considerable amount of emphasis placed on law enforcement is- 
sues, and, obviously, Justice took the lead in that. 

Mr. Rangel. After the administration changed the methods of 
guaranteeing the loans, what happened to those agreements? Are 
they still vafid? The side agreements? 
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Mr. Shapiro. My understanding, and I am skidding onto thin ice 
here, because I haven’t been that involved in the package, but my 
understanding is there are understandings or side letters between 
the Department of Justice — the U.S. Government through the De- 
partment of Justice and the Mexican Government. 

Mr. Rangel. Does that mean these letters are secret? 

Mr. Shapiro. I may have to fall back on this. If not above my 
pay grade, it is at least to the sides of my pay grade. 

Mr. Rangel. Will you find out? 

Mr. Shapiro. Yes. 

[The following was subsequently received;] 

Although the Department of Treasury is the lead administration agency on the 
Mexican financial support package, I understand that the agreements were financial 
in nature and in particular, there are no side letters on law enforcement and narcot- 
ics. As the President and the Secretary of Treasury and State have stated, the Unit- 
ed States has an enormous stake in helping Mexico restore prosperity over time. 

Our relationship with Mexico goes well beyond the financial and economic, of 
course. We work closely with Mexico through various mechanisms to address our 
concerns in such areas as Immigration, narcotics, law enforcement, labor and the 
environment. The financial support package, by stabilizing the Mexican economy, 
also sustains reforms in those areas. 

Mr. Rangel. Thank you, Mr. Chairman. 

Chairman Crane. Mr. Houghton. 

Mr. Houghton. Thank you, Mr. Chairman. 

Two questions. One is sort of a technical question. The question 
is about denied petitions. Do you think there should be an enforce- 
able time period for resubmission of technical petitions? 

Mr. Shapiro. I can’t tell if it is the acoustics or my hearing 
today, but I had trouble with that question. Could you repeat it? 

Mr. Houghton. Should there be a readily enforceable time pe- 
riod for resubmission of denied petitions? 

Mr. Shapiro. Denied petitions in the GSP area? 

Mr. Houghton. Yes. 

Mr. Shapiro. Mr. Houghton, the reference I made to the so- 
called 3-vear rule pertained to that question, so that if a petition 
was made with respect to a particular product and it was denied, 
it would not come up again for a period of 3 years. You couldn’t 
bring it up each year. Beyond that, it is on the merits. 

Mr. Houghton. OK, I may want to follow that up a little later. 
Let me go on to the more general question. 

We have known each other over the past a little bit, and I hope 
I am a follower of free trade and a believer in this, but I also think 
that there has to be proper enforcement mechanisms, and you 
know there are various things that I worry about in terms of some 
of the macronegotiations, and also particularly in negotiations with 
Canada and Mexico. I just hope we are not going to retreat on 
some of these things which have permitted free trade and fair 
trade as we go forward with certain of the negotiations and loosen- 
ing up on some of our approaches to trade between these two coun- 
tries? 

Mr. Shapiro. Well, Mr. Houghton, in 1993 in Geneva and in 
1994 here on Capitol Hill, I was one of the people who was greatly 
involved in trying to keep our trade laws strong and felt that that 
was consistent with what we were doing in our trade agreements. 
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I believe that opening markets, expanding trade on the export 
side is important, but I also believe that our trade laws, such as 
the dumping law that you have taken such an interest in over the 
years, is an important part of keeping trade both free and fair. 

In terms of anything that we are doing, and you may be referring 
to our work with the Trade Remedy Working Group with respect 
to Canada and Mexico, we will keep veiy mudi in mind the impor- 
tance of our strong trade laws. We had a commitment, CFTA and 
NAFTA and subsequent to that, that we would discuss with our 
trading partners some of the implications of an integrated North 
American market, but we have indicated when we talked with 
them that we start out a considerable distance apart. They some- 
times see our laws as the problem, and we sometimes see their 
practices as the problem. 

Mr. Houghton. But the administration has no intention of relax- 
ing our trade remedies; is that right? 

Mr. Shapiro. That is correct. That is correct. We are and will 
continue to talk with our partners about what if any implications 
there are in terms of the North American market but that is con- 
sistent with maintaining trade laws that are strong. 

Mr. Houghton [presiding]. Thank you very much. 

Since I guess I am in the chair at the moment, then I would like 
to ask Mr. Ramstad if he would like to inquire. 

Mr. Ramstad. Thank you. 

Mr. Shapiro, I am not certain you are the right person to answer 
this. I am asking it on behalf of my colleague Ms. Dunn. Currently, 
USTR has 6 FTEs on detail in the ITC. What impact would rescis- 
sion of these detailees have on your agency? 

Mr. Shapiro. It would have a significant impact, Mr. Ramstad. 
I know Ms. Dunn had raised a question with the ITC. We are actu- 
ally quite reliant on detailees, not just from the ITC but from 
around the government. Over the years, the State Department has 
been particularly helpful. 

The philosophy that we have tried to follow is basically to keep 
the core personnel of USTR small and then to add detailees in par- 
ticular areas that are hot at any given time. We think it is far bet- 
ter to, say, to keep us at 168 or 166 FTEs and then add some 
detailees, than it would be to take on the costs of additional perma- 
nent employment, and so the flexibility of working the way we 
have I think has been successful, 

Mr. Ramstad. Do you presently have detailees from other agen- 
cies as well? 

Mr. Shapiro. Yes, we do, 

Mr. Ramstad. Could you, for the record, provide the name of the 
sponsoring agencies, the position, grade level and proposed length 
of assignment for each detailee? 

Mr. SHAPmo. We will provide that. 

Generally, we fluctuate between 35 and 45 detailees at any given 
time, and the rundown at the moment indicates that we have 10 
from State, 6 from ITC, 5 from Agriculture and then a spattering 
from around other agencies. 

[The following was subsequently received:] 
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OFFICE OF THE UNITED STATES TRADE REPRESENTATIVE 

Questions for the Reoord 
Hearing on Seleot Fy96 Budgets 

February 27, 1995 


FY96 Budget Proposal 


Question 1: 

Will additional staff be required to meet trade liberalization 
goals laid out last year at the APEC meeting in Indonesia and at 
the Summit of the Americas? How do you plan to reallocate 
resources to meet these goals? 

Answer : 

Expanding trade with countries of the Asia Pacific Economic 
Cooperation (APEC) and with nations of Latin America is one of 
USTR's highest priorities. However, we will not require new 
resources in FY 1996 to meet these trade expansion goals. USTR 
is committed to manage priorities within budget, and will 
mobilize every resource needed to meet our goals. 

We have already taken several steps to reallocate resources on 
these priorities. First, we are adding new staff in each area. 
Earlier this year, we hired a new trade policy expert to help 
manage trade activities with APEC countries. In March, we are 
hiring an International economist dedicated to Mercosur and the 
trade initiatives in Latin America. In addition to the new 
staff, we will also redirect the efforts of our sectoral offices 
(e.g. Industry, Services, Environment) and our support offices 
(e.g. General Counsel) on APEC and Latin America. In this way, 
the collective experience and energies of USTR's personnel will 
be directed to these priority regions. 

With respect to Latin America, this year we combined USTR's North 
America and Latin America offices into a single Office of Western 
Hemisphere, under the day-to-day direction of one of our most 
accomplished career employees. The combination of these offices 
allows USTR to coordinate the experience gained from the NAFTA 
agreement with the challenges presented by potential agreements 
with Chile and other Latin America nations. 
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Question 2: 

USTR currently has 6 FTE on detail from the ITC. What impact 
would a rescission of these detailees have on your agency? Does 
USTR have any detailees from other agencies? If so, please 
provide the name of the sponsoring agency, the position and grade 
level, and proposed length of assignment for each detail. 

Answer : 

Rescinding the six details from the International Trade 
Commission would have a substantial adverse effect on USTR 
operations. USTR relies heavily on all of its personnel details, 
and especially those from the ITC, to carry out its mission. 


The ITC detail program provides benefits to both USTR and ITC. 
USTR obtains high calibre expertise in international economics 
and trade, which we target in areas of greatest need. For ITC, 
the detail program offers an excellent training and career 
advancement opportunity. A one year assignment at USTR offers an 
ITC employee the chance to participate in negotiations with other 
countries, or to assist in formulating or coordinating the 
development of U.S. trade policy. Consistently, ITC employees 
detailed have described the experience as challenging, rewarding 
and career-enriching. 

The concept of rotating personnel details at USTR offers one 
other important benefit. It gives USTR the added flexibility 
match priority program needs in a given year with the pool of 
specialized economic and trade job skills that employees possess 
in agencies like the ITC. This natch of program priorities with 
specialized job skills represents an efficient and effective way 
to respond to changing trade issues, without building a large 
bureaucracy at USTR. 

USTR has other personnel details, aside from those received from 
the ITC. A summary of details follows. 

Personnel Details to U8TR as of March 1995 


Sponsoring Agency 

Position 

fHuration of detail^ 

LSaLaryl* 

Department of 

State 

Senior Economist 

(6/94-6/95) 


($50,000) 

Department of 

State 

Senior Advisor on Latin America 

(6/94-6/95) 


($61,470) 

Department of 

State 

Director, European Free Trade Area 

(6/93-6/95) 


($43,700) 

Department of 

State 

Deputy Director for APEC Affairs 

(6/93-6/95) 


($70,000) 

Department of 

State 

Deputy Director for Mexican Affairs 

(7/94-7/95) 


($55,592) 

Department of 

State 

Director of Services 

(7/94-7/95) 


($66,380) 
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Department of State 
(7/94-7/95) 

Department of State 
(8/92-8/95) 

Department of State 
(7/94-8/95) 

Department of State 
( (8/94-8/95) 

Department of State 
(9/94-9/95) 

Department of Defense 
(9/94-8/95) 

Cambridge Fellow 
(9/94-8/95) 

Department of Agriculture 
(8/92-8/95) 

Department of Agriculture 
(10/94 -undetermined ) 
Department of Agriculture 
(11/93-11/95) 

Department of Agriculture 
(1986-indefinite) 
Department of Agriculture 
(1980-indefinite) 
International Trade Comm. 
(6/94-3/95) 

International Trade Comm. 
(12/94-12/95) 
International Trade Comm. 
(1/94-12/95) 

International Trade Comm. 
(1/95-1/96) 

International Trade Comm. 
(2/95-2/96) 

International Trade Comm. 
(3/95-3/96) 

Fed. Communications Comm. 
(10/94-4/95) 

Fed. Communications Comm. 
(2/95-2/96) 

Department of Interior 
(12/92-4/95) 

Department of Commerce 
(10/94-10/95) 

U.S. Information Agency 
(6/93-12/95) 

EPA 

(2/95-2/96) 


Director, European Industry and 
Technology ($66,698) 

Attache (Geneva) 

($76,698) 

Director, Intellectual Property 
($86,589) 

Director, Commercial Space 
($66,380) 

Director, Commodity Policy 
& Non-Ferrous Metals ($79,535) 

White House Fellow* ** 

($70,000) 

Cambridge Fellow*** 

($ 22 , 000 ) 

Attache (Geneva) 

($74,711) 

Attache (Geneva) 

($48,745) 

Secretary (Geneva) 

($33,169) 

Senior Economist 
($73,124) 

Secretary 

($26,572) 

Assistant Director for Steel Trade 
Policy ($35,045) 

Assistant to AUSTR for GATT Affairs 
($37,383) 

Deputy Director, GSP 
($64,926) 

Trade Analyst (Textiles) 

($46,242) 

Trade Analyst (Agriculture) 

($36,171) 

International Economist 
($51,552) 

Attorney-Advisor 

($85,624) 

Presidential Management Intern 
($29,895) 

Assistant Director for Trade Policy 
($53,276) 

Attache (Geneva) 

($76,468) 

Director for APEC Affairs 
($75,000) 

Policy Analyst (Environment) 
($78,832) 


* salaries for some details reflect level at time of assignment. 

** assigned to Office of Europe/Mediterranean. 

*** assigned to Office of GATT/WTO Affairs. 
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Question 3 ; 

How many USTR employees are stationed in Washington, D.C.? How 
many are detailed to the office in Geneva, Switzerland? Have 
these staffing levels changed at all since the conclusion of the 
Uruguay Round? Do you believe they will change? 

Answer : 

USTR'B permanent staff is divided between its Washington and 
Geneva offices. Oirrently, 150 permanent staff are on-board in 
Washington and 7 permanent staff are assigned to the Geneva 
office. Since the conclusion of the Uruguay Round negotiations 
in December 1993 staff levels have changed as follows: Washington 
staff level has increased by 4 and the Geneva office has remained 
level. (These staffing levels exclude student employees which are 
part of the FTE count . ) 

Our FY 1996 budget request is for 166 FTEs, a decrease of 2 from 
the current authorized level. We plan to make the reduction in 
Washington. For at least the next year, we will keep the Geneva 
Office at about its current strength. The Office will be busy 
through FY 1996 in helping to negotiate with countries seeking 
accession to the WTO and implementing the Round agreement. 

Question 4 ; 

What is the current average salary at USTR and what is the 
projected average salary in FY96? 

The average FY 1995 salary is projected at $70,880. The average 
FY 1996 salary is estimated at $72,679. these averages exclude 
overtime, terminal leave, awards, students and benefit costs. 


Question 5 t 

Please provide the positions and salaries for all political 
appointees/ schedule C personnel currently employed by USTR. 
Please provide the same information for calendar year 1992. 

Answer; 

The information follows. 


Political Appointees /Schedule c Personnel — Current 

Po s ition g^lfl FY 

United States Trade Representative $148,400 

Chief of Staff 122,040 

Senior Counsel and Negotiator 122,040 

Senior Policy Advisor 90,000 

Senior Counselor to the USTR 85,000 

Special Assistant 61,000 

Confidential Assistant 74,053 
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Confidential Assistant 32,926 

Confidential Assistant 40,000 

Confidential Assistant 25,000 

Deputy U.S. Trade Representative (two positions) 123,100 

Senior Advisor to the USTR 115,700 

Confidential Assistant 53,275 

Confidential Assistant 40,000 

Confidential Assistant 31,215 

Deputy General Counsel 104,230 

Special Assistant — Attorney 85,000 

Confidential Assistant (two positions) 43,356 

Counselor to the USTR 115,700 

Speechvrlter 46,904 

Chief Textile Negotiator 107,379 

Special Counsel for Finance and Investment 115,700 

Assistant USTR for Congressional Affairs 113,180 

Deputy Assistant USTR for Congressional Affairs 71,664 
Congressional Affairs Specialist (two positions) 36,174 

Congressional Affairs Specialist 24,441 

Assistant USTR for Public Affairs 111,839 

Deputy Assistant USTR for Public Affairs 71,664 

Public Affairs Specialist 36,174 

Public Affairs Specialist 24,441 

Assistant USTR for Intergovernmental Affairs ... 115,700 

Director, Intergovernmental Affairs 44,802 

Private Sector Liaison 29,898 

Confidential Assistant 29,898 

Progreun Assistant 20,000 

Political Appointees/ Schedule C Personnel — 1992 

Position Salary 

United States Trade Representative $143,800 

Chief of Staff 112,100 

Confidential Assistant 61,887 

Confidential Assistant (2 positions) 26,798 

Deputy U.S. Trade Representative (3 positions) 119,300 

Confidential Assistant 38,861 

Confidential Assistant 40,156 

Confidential Assistant 32,463 

General Counsel 112 , 100 

Deputy General Counsel 96 , 556 

Confidential Assistant 40,298 

Speechvrlter 72,798 

Chief Textile Negotiator 112 , 100 

Confidential Secretary 25,071 

Assistant USTR for Congressional Affairs 108,300 

Deputy Assistant USTR for Congressional Affairs 70,656 

Congressional Affairs Specialist 49,290 

Assistant USTR for Public Affairs 104,000 

Deputy Assistant USTR for Public Affairs 54,607 

Director, Private Sector 66,374 

Director, Intergovernmental Affairs 40,156 
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Question 6; 

What portion of USTR's budget for the current fiscal year is 
being used for Section 301 investigations? Do you expect this 
allocation to rise, fall or remain the same in FY 1996? 


Answer ! 

USTR does not have a "line item" for Section 301 investigations. 
Section 301 activities are coordinated in USTR's Office of 
General Counsel. However, we typically manage activities like 
Section 301 investigations by combining efforts of staff from our 
support offices (e.g. General Counsel), geographic offices (e.g. 
Japan/China) and sectoral offices (e.g. Industry) . 


The total amounts that are spent on Section 301 investigations 
are a combination of the salaries and expenses of the employees 
in these offices. How much we spend in a given fiscal year 
depends on how many investigations are initiated, how complex 
those investigations are, and how much time and expense they 
consume. These expenses include not only employees' salary and 
benefit costs, but also telecommunications, travel, meeting 
costs, and the printing of documents. 

We expect the allocation of resources in FY 1996 to remain about 
the same as the FY 1995 level. Precisely how much we spend on 
Section 301 in FY 1996 depends on how many investigations are 
conducted, how many USTR staff members are needed to complete the 
investigations, how much travel is required, and how long the 
investigations take. 


Question JZ ; 

How many Section 301 investigations have you conducted to date in 
FY95? Do you anticipate conducting more, less, or about the same 
amoiant in FY96? 


Answer *. 

Since June of 1994, the United States Trade Representative has 
initiated seven Section 301 investigations. Of these, six 
Investigations were initiated during Fiscal Year 1995. Our 
investigation of intellectual property rights in China was 
started in June of 1994. These other investigations have focused 
on the European Union's import regime for bananas, Costa Rica's 
and Columbia's practices regarding banana exports to the £U, 
Japan's practices regarding after-market auto parts, Korea's 
barriers to imports of certain agricultural products and Canada's 
communications practices. 

It is difficult to predict the number that will be done a year 
from now in FY 1996, since that in large measure depends on the 
trade practices in other countries. You can be sure, however, 
that throughout FY 1996, USTR will aggressively enforce U.S. 
trade agreements, using laws like Section 301, and other tools at 
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our disposal, for enforcement. 


Question 8 : 

USTR^s budget rec[uest for FY96 estimates that the office's travel 
expenses will decrease by $75,000 next year through increased use 
of frequent flyer programs and enhanced coordination and planning 
of trips. Specifically, how do you plan to achieve this savings? 
Do you believe the nature of trade issues in FY96 will make 
travel less erratic than it has been in the current fiscal year? 

Answer : 

USTR pla.is to achieve savings in the travel area through a 
combinatj.on of three actions. First, we project savings by 
limiting the number of travelers attending negotiation sessions. 
Second, additional emphasis will be placed on travelers combining 
trips to the same location; each time this is don, airfare costs 
will be saved. Third, we will continue to encourage the use of 
Frequent Flyer coupons. Between FY 1993 and FY 1995, airfare 
savings realized from the use of coupons will total more than 
$160,000: in FY 1996, we expect to increase Frequent Flyer 
savings above the average achieved during the last three years. 


Question 9 : 

Does USTR plan to hire any consultants or experts under 
5 U.S.C. 3109 in PY96? Are there any consultants or experts 
currently under contract at USTR? If so, what are their 
functions? 

Answer : 

USTR makes infrequent use of consultants or experts under 
5 U.S.C. 3109. To date this fiscal year, USTR has not entered 
into any arrangements for expert services. We have budgeted 
$10,000 for such services this year and for FY 1996 in case a 
need arises. Examples of expert services procured in past years 
include: individuals to translate legal documents into English, 
and computer database experts in support of NAFTA negotiations. 
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Minority Questions 


OFFICE OF THE U.S. TEADE REPRESENTATIVE 

Authorlaatlon Request; 

Your budget request for fiscal year 1997 is "such sums as 
may be necessary." The Committee on Ways and Means has never 
legislated an open-ended authorization for USTR or other trade 
agencies. Briefing materials provided by USTR before the hearing 
included a FY 1997 request of $20,320,000, representing a 3 
percent decrease from FY 1996. Recognizing that this figure is a 
projected estimate at this time, I would hope that USTR would 
work with us to provide a specific level for FY 1997, if I am 
correct that the Subcommittee will again legislate a two-year 
authorization as it has in previous years. Presumably this 
figure could be revisited next year if circumstances warrant. 

Answer : 

USTR is always pleased to work with the Committee, and will 
continue to do so on the authorization request. 


You mention in your testimony that while USTR will reduce its 
full-time staff level in FY 1996 from 168 to 166 positions, you 
receive personnel support from other Federal agencies and from 
students and interns. How many personnel do you expect to be 
detailed full-time from other agencies to USTR in FY 1996, are 
they reimbursable or paid for by the other agencies, and is this 
support an increase or decrease from previous years? 

Answer : 

For FY 1996, we expect to have about 40 personnel details from 
other agencies, the 82 une number as we have in FY 1995. As is the 
case in FY 1995, the salaries and benefits for these details 
would be paid by the lending agency, while USTR would pay for 
travel, equipment and supplies. 
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Queetlons for the Record 
Generalized Syetem of Preferences Program 
February 27, 1995 


Question 1: 

The GSP program was amended in 1984 to make GSP benefits 
conditional on compliance with certain trade-related and non- 
trade country practice conditions. Which of the existing 
eligibility conditions tend to be the most controversial with 
beneficiary countries? 

Answer: 


The worker rights and intellectual property protection 
eligibility requirements have been controversial with some GSP 
beneficiaries. 

When the GSP program was enacted in the Trade Act of 1974, it had 
a number of eligibility requirements regarding, for example, 
reverse preferences, expropriation, international arbitration and 
narcotics. In 1984, the GSP program was reauthorized by the 
Congress, and a number of new eligibility requirements were added 
to the statute. These include intellectual property rights, 
worker rights, trade in services and investment practices. 

In order for a country or territory to qualify for GSP 
privileges, USTR conducts a so-called eligibility review to 
determine whether the country or territory complies with each of 
the eligibility requirements. In addition, each year USTR 
conducts a review process in which a beneficiary's continuing 
compliance with the eligibility requirements can be reviewed. 

These reviews normally are conducted in a cooperative manner with 
the beneficiary concerned. In most cases, the GSP review process 
encourages the reform of a country's law, the improved 
enforcement of and compliance with existing law, or a firm 
commitment to take steps to adhere more fully with applicable 
international standards and practices. In some cases, the 
beneficiaries are found to no longer meet the requirements of the 
law and, as a result, lose some or all of their GSP privileges. 


Question 2: 

Is it the Administration's view that adding new conditions to the 
program would reduce the leverage USTR has to achieve country 
practice objectives listed in the existing GSP statute? 
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Answer : 


The leverage offered by the GSP program to encourage a greater 
degree of compliance with international standards and practices 
regarding the various eligibility requirements has been 
effective. However, the leverage is limited, and the 
Administration believes that the addition of new eligibility 
requirements would undermine the ability to make progress on the 
existing requirements. 

This view is supported by the General Accounting Office (GAO) in 
its report on the GSP program, "Assessment of the Generalized 
System of Preferences Program" (November 1994), which states: 
"GAO noted that adding new provisions would reduce the leverage 
of existing provisions by diluting them with other requirements, 
and the cumulative obligations might be a greater burden than 
beneficiary countries would be willing to bear for the received 
benefits . " 

Question 3 : 


We have heard complaints from labor groups that USTR failed to 
conduct an annual review this year. I assume this decision had 
to do with the uncertainty surrounding extension of the program. 
Please explain. 

Answer : 


Each year, USTR conducts an annual GSP review, which usually 
begins in June and concludes in April of the following year. The 
1994 GSP Review, which would have begun in June 1994 and 
concluded in the spring of 1995, was delayed since the program 
was due to expire on September 30, 1994. In May 1994, the 
Administration submitted a proposal to the Congress that would 
have reformed and renewed the GSP program. The Administration's 
GSP renewal proposal was approved, with some modifications, by 
the House Ways and Means Committee and included in the House bill 
to implement the Uruguay Round Agreements. 

The reform proposal was not accepted by the Senate, and it was 
eventually dropped from the Uruguay Round bill. On September 30, 
1994, the GSP program expired. The Uruguay Round bill, which 
Congress finally approved in December 1994, extended the current 
GSP program, without modification, until July 31, 1995. When the 
program was reauthorized, the Administration concluded that it 
would not be feasible to conduct an annual review process that 
would have had to been initiated during the holiday season and 
concluded in only six or seven months, when the program's 
authorization again expires. 
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Question 4: 

Please describe what procedures USTR follows to ensure that GSP 
status is not granted to imports which would adversely affect the 
competitiveness of U.S. industries. 

Answer : 

The annual GSP review process offers an opportunity for 
interested parties to petition to have a product added to the GSP 
program. Petitions can also be filed to remove a product from 
the program for all GSP beneficiaries, or just for one GSP 
beneficiary. 

The GSP Subcommittee of the Trade Policy Staff Committee is 
responsible for conducting the review process. The GSP 
Subcommittee is chaired by USTR and includes representatives from 
a number of agencies, including the Departments of Agriculture, 
Commerce, Interior, Labor, State and Treasury. 

During the review process, the GSP Subcommittee solicits public 
comments repeatedly and holds a public hearing. It also seeks 
independent economic advice from the International Trade 
Commission (ITC) , the same kind of advice that is rendered by the 
ITC in connection with bilateral and multilateral trade 
negotiations. The GSP Subcommittee also seeks and receives 
analysis from industry experts in the various agencies, 
including, in particular, the Departments of Agriculture and 
Commerce, as well as private sector industry experts. 

The process of determining whether or not a domestic industry is 
sensitive to duty-free imports of a product from GSP 
beneficiaries is very thorough. The Administration has a good 
record of judging "import sensitivity" under the GSP program. In 
fact, each year there are only one or two petitions to remove 
products from the program, and such petitions tend to be granted. 

Question 5 ; 

Last year Congressman Thomas proposed an amendment to establish a 
three -year rule to provide that products could only be considered 
for addition to the GSP program every third year. Would the 
Administration consider the limiting of worker rights petitions 
against countries which have recently been the subject of 
petitions that have been investigated and resolved in favor of 
the country. I would suggest limiting petitions to remove 
countries every two years. 
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Answer: 

The current GSP regulations provide that, if a petition to add a 
product to the GSP program is accepted for review and, following 
that review, the petition is denied, then that product may not be 
reconsidered for three years {see 15 C.F.R. 2007.0(a)(1)). 
Congressman Thomas has suggested that the so-called "three -year 
rule" be provided for in the GSP statute. The Administration 
supports the codification of the three -year rule for product 
additions, as suggested by Congressman Thomas. We agree with 
Congressman Thomas that it is a burden for domestic interests to 
have to defend their interests each year. 

As for so-called "country practice" reviews, the current 
regulations and practice minimizes the possibility of a GSP 
beneficiary being subjected to a new review on the same criterion 
immediately following the favorable conclusion of a GSP review. 

Petitions that request a review of a beneficiary's continuing 
compliance with the eligibility requirements may, in principle, 
be filed every year (i.e., they are not subject to a "three-year" 
rule) . However, once such a review has been conducted and the 
country has been found to be in compliance with the eligibility 
requirement that is being reviewed, then subsequent petitions 
must include "substantial new information" (15 C.F.R. 2007(b)). 
This minimizes the possibility that beneficiaries will be subject 
to repeated unnecessary reviews of the same "country practice" 
immediately following the favorable termination of a GSP review. 
At the same time, if a beneficiary's practices deteriorate 
substantially, or it fails to follow through with its commitments 
and obligations fully and effectively, then the Administration 
could consider whether to initiate a new review. 

Question 6: 

Private sector testimony suggested that GSP rules of origin 
should be modified to allow U.S. content to count toward the 35% 
minimum value added rule for GSP eligibility. Would the 
Administration support such a change? 

Answer: 

The Administration does not agree with the proposal to count U.S. 
content toward the current 35 percent value requirement in the 
GSP statute. The development incentive provided by the GSP 
program would be reduced significantly if a beneficiary country 
does not have to contribute the full 35 percent value. 
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Question 7: 

Is it equitable to use GSP benefits as negotiating leverage to 
achieve market access in sectors that are excluded from being 
eligible for GSP in the statute? 

Answer ; 

Yes. GSP benefits are preferences granted on a unilateral basis. 
We do not seek preferences - or equity - in return. However, we 
do believe that our products should have market access in 
beneficiary countries. 

Question 8 : 

Are a large percentage of GSP imports used as components in U.S. 
manufacturing? 

Answer: 

The GSP program applies to a broad range of agricultural, 
primary, semi-manufactured and manufactured products. A large 
share of GSP imports are upstream products and components that 
are used by U.S. companies to manufacture finished products. 

Question 9: 

What is the percentage of GSP imports that is purchased by small 
businesses in the United States? 

Answer : 

We do not know the percentage of GSP imports that are purchased 
by small businesses in the United States. However, the GSP 
program applies to more than 4,600 products and categories of 
products that are used throughout U.S. commerce. It is fair to 
say that many small businesses are undoubtedly involved in 
importing and distributing products that are eligible for the GSP 
program, as well as using GSP products to manufacture finished 
products . 
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Generallged. Sveten of Preferencee 


Question: 

You state that the Administration supports "longer-term" renewal 
of the GSP program, as well as the reforms you proposed and the 
Subcommittee approved last year. For what specific length of 
time does the Administration believe GSP extension is warranted 
and useful, particularly in view of the one-third reductions 
overall in preference margins as a result of the Uruguay Round 
tariff cuts . 

Answer: 


The Administration supports longer-term renewal because the GSP 
program has lapsed twice in recent years and been followed by 
short-term extent ions. This has imposed costs on U.S. business, 
created uncertainty and undermined the various goals of the GSP 
program. Specifically, short-term renewal limits the ability of 
the U.S. business community to do any longer-range business 
planning, especially with respect to sourcing aund pricing. It 
also has undermined the objective of encouraging development in 
GSP beneficiaries, and it has limited the effectiveness of the 
program to be used as leverage to encourage a greater degree of 
compliance with the various eligibility requirements. 

Therefore, the Administration believes that long-term extension 
of the GSP program is warranted, but recognizes that there are 
fiscal constraints. We want to work with Congress to determine 
the best and most -feasible approach to reauthorization. 

While the Uruguay Round tariff cuts, when fully implemented, will 
reduce preference margins, many GSP eligible products still will 
face fairly substantial MFN duty rates. 

As you point out in your testimony, GSP is a useful U.S. trade 
policy tool, particularly to achieve worker rights and 
intellectual property protection in developing countries. 

However, because of short-term extensions of the program the past 
two years, there have not been annual reviews initiated of 
private sector petitions concerning these and other country 
practices since 1993. We will also hear testimony later today 
from the General Accounting Office and a labor rights 
organization suggesting that reviews of country practices should 
be conducted on a more flexible and shorter time frame that is 
more responsive to changing conditions in developing countries. 
Would you comment on these concerns? Has the Administration ever 
self- initiated reviews of worker rights or intellectual property 
practices, or would it do so if there is a further short-term 
program extension, in order ensure that the statutory criteria 
are met? 



155 


Answer : 

We have missed only one annual review, the one that normally 
would have begun in June 1994. The reason for this situation is 
explained in the answer to a previous question. 

It is interesting to note that a previous question suggested that 
country eligibility reviews be done every two years. This 
question suggests that we consider more frequent and shorter 
reviews. More frequent and shorter reviews would be difficult, 
if not impossible, to administer in a fair and efficient manner. 
We believe the current annual review period should be retained, 
although, as in last year's recommendations for administrative 
changes which we have retained, some relatively minor 
modifications in the review procedures are planned. 

The Administration has not self -initiated formal reviews of 
worker rights or intellectual property practices but has used GSP 
to deal with these issues nevertheless. In trying to influence 
beneficiaries, the duration of GSP is important. Short-term 
program extension reduces the incentive provided by the program 
to obtain trade policy reforms. However should it be necessary - 
and whether program extension is short-term or longer-term - the 
Administration is both willing and able to self- initiate cases in 
order to ensure that statutory criteria are met. In the past 
though serious situations have been brought to our attention 
through the petition process. 

Question : 

The Statement of Administrative Action accompanying the Uruguay 
Round implementing legislation included an administrative 
procedure and timetable for review of the "reverse preferences" 
criteria to ensure that U.S. exports are not significantly harmed 
by preferential treatment granted by developing countries to 
developed, such as by Eastern European countries to the European 
Union in association agreements. Would you describe the status 
of this effort and the results so far. 

Answer : 

As required in the SAA, we solicited public comment over a 30 -day 
period and requested input from our embassies. We received six 
submissions, of which three alleged that reverse preferences were 
having an adverse effect on specific U.S. exports. We then 
reviewed and analyzed data provided by various U.S. Government 
agencies. 
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We have concluded that at present reverse preferences due to 
association agreements are having an adverse effect on only a 
small number of U.S. exports to Central and Eastern Europe. In 
addition, these problems are restricted to two or three 
countries . 

Given the very limited scope of this problem we do not plan to 
continue the comprehensive reverse preferences review. We do 
plan, however, to pursue remedies for the concrete problems that 
do exist and are prepared to withdraw individual GSP benefits if 
necessary to accomplish this. We also plan to remain vigilant in 
order to be certain that beneficiaries comply in the future with 
the "reverse preferences" eligibility requirement of the GSP 
statute . 
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Mr. Ramstad. Thank you. 

Thank you, Mr. Chairman. 

Chairman Crane. We appreciate your testimony and look for- 
ward to working with you. 

I would now like to invite Allan Mendelowitz, Managing Director 
of International Trade, Finance, and Competitiveness with the U.S. 
GAO. 

STATEMENT OF ALLAN 1. MENDELOWITZ, MANAGING 

DIRECTOR, INTERNATIONAL TRADE, FINANCE, AND 

COMPETITIVENESS, GENERAL GOVERNMENT DIVISION, U.S. 

GENERAL ACCOUNTING OFFICE 

Mr. Mendeix)WITZ. Thank you, Mr. Chairman. 

I am pleased to be here today to testify on our recent report eval- 
uating the operation of the Generalized System of Preferences. Be- 
fore I begin, I would like to recognize my able staff who are with 
me today. Directly behind me is Curt Turnbow, the Assistant Di- 
rector responsible for the study of the Generalized System of Pref- 
erences. Next to him is Leyla I^zaz, who was Evaluator in Charge, 
and to my left is Herb Dunn, our Senior Attorney Advisor. 

When witnesses from the executive branch come before you, they 
have to check with the leadership of their agency to make sure that 
what they are going to say is consistent with what the official pol- 
icy of the agency is. At GAO, I have to check with my staff to make 
sure I have the data and analysis right. I am always happy to rec- 
ognize my staff, because it is their good work that I am represent- 
ing. 

In 1994 under the Generalized System of Preferences, over $18 
billion of duty-free imports entered the United States. That is 
about 3 percent of all U.S. imports. This amount reflects the fact 
that the program has a number of limits on it that restrict the ben- 
efits that are provided. The data analyzed relate to 1992, however, 
we think it is still representative of the program and we deter- 
mined that only about one-half of the eligible products that could 
technically receive duty-free status under the program, in fact, en- 
tered the United States without duties. The other half weren’t eli- 
gible because of restrictions related to administrative exclusions 
and competitive need limits. 

While the government officials of beneficiary coiintries who have 
received access to the U.S. market duty free under GSP are not 
able to precisely measure the contribution of GSP to their develop- 
ment, they did tell us that they have realized increased economic 
development as a result of the program. They tend to validate the 
view that GSP, which is trade and not aid, is a viable approach to 
economic development. 

In reviewing the operation of the program, we found that the 
GSP Program has a generally well-structured administrative proc- 
ess for consideration of petitions to add products to or remove prod- 
ucts from GSP coverage. However, we did identify opportunities to 
improve program administration; for example, making public the 
guidelines used in analyzing product petitions and in determining 
matters such as “import sensitivity^’ and “sufficiently competitive.* 
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Another proposal involves requiring a mandatory core of informa- 
tion that would be required on product petitions before they are ac- 
cepted for consideration. 

The program’s country eligibility requirements, including protec- 
tion of intellectual property rights and taking steps to observe 
internationally recognized worker rights, have been contentious. 
We found that administering these country practice provisions 
within the annual review process desimed for product petitions re- 
sulted in certain administrative problems, and we recommended 
specific ways to improve their administration; for example, having 
a separate, more flexible timeframe, making public guidelines used 
when deciding whether to accept such petitions, ana expanding the 
range of sanctions that can be used in response to violation of, for 
example, intellectual property rights. 

Under the current process, a countiy either loses all of its bene- 
fits or has all of its benefits. We suggest that a more flexible ap- 
proach which would allow us to modulate retaliation or punish- 
ment by providing only partial benefits might give the government 
more flexibility and be more successful in getting com^diance with 
these types of country practice provisions. 

Because GSP benefits are limited and declining, the program 
provides only modest leverage to encourage governments to change 
a country’s practices. Adding new provisions would reduce the le- 
verage of GSP in achieving the existing objectives. In addition, the 
Uruguay round tariff reductions are expected to decrease the value 
of GSP duty-free benefits by an estimated 40 percent, and this will 
further reduce U.S. leverage to demand compliance with GSP coun- 
try practice requirements. 

If too many conditions are imposed on this program, beneficiary 
countries may feel the compliance burden is just too great for them 
to bear relative to the benefits they receive. 

In addition to proposals for improving the administration of the 
program, we have raised three matters for congressional consider- 
ation during GSP Program reauthorization. 

First, Congress may wish to consider altering the competitive 
need limit process that caps allowable imports by, for example, ex- 
tending the amount of time before exclusions are implemented, to 
allow for more thorough assessments and provide affected indus- 
tries more time to adiust. 

We believe that a better analysis of competitiveness will lead to 
better decisions. We looked at a whole set of products that have 
been eliminated from GSP coverage based on the competitive need 
limit restriction and found that two-thirds of those items declined 
in terms of their imports into the United States from the bene- 
ficiary countries when they lost their benefits. 

Just because a country’s exports exceed a competitive need limit 
doesn’t mean that they are truly competitive without the GSP ben- 
efit. We believe that the fact that two-thirds of these GSP exports 
to the United States fell when they lost benefits, is an indication 
that a more thorough analysis of competitiveness is needed. 

Second, the way the competitive need limit is applied proved to 
be very disruptive to U.S. retailers. They would benefit from more 
time to make adjustments to the loss of the beneficiary status of 
the items in question. 
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Third, Congress may wish to consider whether to alter the GSP 
rule of origin so that items are not penalized for having U.S. con- 
tent. Under the current rule of origin, to be eligible for GSP, a 
product has to have 35 percent of its value originating in the devel- 
oping country. If, for example, there is a substantial amount of 
U.S. content in parts and components of an item that a country 
wants to ship to the United States, but the value added in the ben- 
eficiary country doesn’t reach 35 percent, that item will not receive 
the duty-free benefit. 

Fourth, if Congress considers whether or not to incorporate the 
3-year rule restricting product reviews and a provision disallowing 
its waiver is added to the GSP statute. Congress should be aware 
that the current ability of the trade policy staff committee to self- 
initiate cases could have the same effect as waiving the 3-year rule, 
and Congress may wish to consider stipulating whether or not self- 
initiating cases should be allowed where it would have the effect 
of waiving the 3-year rule. 

This completes my summary comments. 

I will be happy to respond to any questions. 

[The prepared statement follows:] 
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STATEMENT OF ALLAN I. MENOELOWITZ 
MANAGING DIRECTOR, INTERNATIONAL TRADE, FINANCE, AND 
COMPETITIVENESS, 

GENERAL GOVERNMENT DIVISION 
U^. GENERAL ACCOUNTING OFRCE 


Mr. Chairman and Membera of the Subcoinmittee : 

I am pleased to be here today to testify on our evaluation of the 
Generalized System of Preferences (GSP) Program and several 
matters for your consideration during your deliberation on the 
program's reauthorization. My statement is based on our recent 

report on the program. International Trade; Assessment of the 

Generalized System of Preferences Program (GAO/GGD-95-9, Nov. 9, 
1994} . 

BACKGROUND 

The GSP Program eliminates tariffs on certain imports from 145 
eligible developing countries in order to promote development 
through trade rather than through traditional aid programs. In 
1992, $16.7 billion,^ or about 3 percent of total U.S. imports, 
entered duty free under GSP. D.S. duties foregone on these 
in^^orts were almost $900 million. However, the cost to the U.S. 
government was estimated at 75 percent of this amount due to 
certain tax revenue offsets, according to the Congressional 
Budget Office. The value of duties foregone is expected to 
decrease with full implementation of the estimated 40 -percent 
tariff reductions negotiated under the Uruguay Round of the 
General Agreement on Tariffs and Trade (GATT) for products 
eligible under GSP. Reauthorization of the program, due to expire 
on July 31, 1995, provides an opportunity to consider the need 
for changes. 

GSP DUTY- FREE BENEF.ITS DOMINATED 
BY RELATIVELY FEW BENEFICIARY COUNTRIES 

Government officials and business representatives from the six 
beneficiary countries that we visited- -Brazil, the Dominican 
Republic, Hungary, Malaysia, Thailand, and Turkey- -told us that 
they have realized increased economic development as a result of 
GSP benefits, even though the level of development attributable 
to GSP cannot be precisely measured. Further, we found that most 
GSP benefits have gone to the relatively small number of more 
advanced or larger developing countries that can produce and 
export items that meet U.S. market demands. 


In 1992, 85 percent of duty-free imports under the GSP Program 
were from 10 countries. Mexico accounted for 29 percent of GSP 
duty-free imports, but was graduated from the program when the 
North American Free Trade Agreement was implemented on January 1, 
1994. Other top shippers included Malaysia, Thailand, Brazil, 
cind the Philippines. Most of the GSP-eligible and duty-free 
goods by value were industrial goods (such as electrical 
machinery and equipment), rather than agricultural goods. 

Other duty preference options exist for some beneficiary 
countries, such as the Caribbean Basin Economic Recovery Act, 
that reduce duty-free shipments under the GSP Program. In 1992, 
$2.9 billion (8 percent) of all GSP-eligible imports entered the 
United States under a duty preference provision other than GSP. 
Together with the $16.7 billion that entered duty free under GSP, 
55 percent of all GSP-eligible goods received duty-free entry. 

LIMITATIONS ON GSP BENEFITS ARE SIGNIFICANT 

Not all products that are eligible to enter the United States 
under GSP actually enter duty free, due to several program 
provisions that limit benefits. In 1992, while $35.7 billion in 
imports were eligible under the program, $16.7 billion, or 47 


’During our study, 1992 data were the moat recent available for 
analysis. In 1993, $19.5 billion in imports entered GSP duty-free, 
while $41.1 billion in imports were eligible. In 1994, after 
graduation of Mexico from the program, $18.4 billion entered duty- 
free, while $29,2 billion in imports were eligible. 
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percent, actually received duty-free entry into the United States 
under GSP. About $16 billion, or 45 percent, of GSP- eligible 
imports entered with duties. (Another 8 percent of GSP-eligible 
imports entered duty free under other tariff preference 
programs.) "Administrative exclusions" (discussed below) 
accounted for 56 percent of these imports that entered with 
duties. "Competitive need limit exclusions" {imp>osed because 
U.S. imports of a country's product exceeded a limit on U.S. 
import levels for that product) accounted for about 42 percent, 
and "product graduations" (exclusions from GSP because the 
country is competitive in shipping that product to the U.S. 
market) accounted for 2 percent. The relative importance of 
administrative exclusions should diminish with Mexico's 
graduation from GSP, since 67 percent of these administrative 
exclusions were attributable to Mexico. Also, competitive need 
limit exclusions have been growing quickly for other beneficiary 
countries such as Malaysia and Thailand. 

Administrative exclusions can result when products fail to meet 
U.S. requirements that (1) the beneficiary country's export 
contain at least 3 5 -percent domestic content and (2) the product 
be shipped directly from the beneficiary country. Some trade 
experts have criticized the beneficiary country domestic content, 
or "rule of origin," requirement for GSP for lack of 
predictability because beneficiary country exporters often have 
no way of knowing whether their exports will meet the rule of 
origin requirements until U.S. Customs makes a determination. 

The U.S. Cuetoms Service was considering, in 1994, changing the 
rule of origin system to one that would be more predictable and 
simpler to administer. It would use a "change of tariff 
classification" system such as that adopted in the North American 
Free Trade Agreement . This system confers country origin when 
imported materials, parts, and components are used to make a new 
product that would fall under a new tariff heading. Although 
more predictable, such a new rule of origin approach could be 
more difficult for beneficiary countries to comply with due to 
the extensive documentation requirements necessary to establish 
change of tariff classification, according to an International 
Trade Commission official. 

In addition, importers have criticized the current rule of 
origin, which requires that at least 35 percent of the product 
must originate or be substantially transformed within the 
beneficiary country, because it does not allow U.S. -source 
material to count in any way in meeting the domestic content 
requirements. Importers have suggested that U.S. components be 
allowed to apply toward the 35 -percent requirement. We agree 
that GSP items should not be penalized for having U.S. content. 
Congress may wish to consider whether to alter the GSP rule of 
origin so that items are not penalized for having U.S. content. 
For example, any U.S. -origin value of a shipped item could be 
subtracted from the total value of the item before the 35 -percent 
beneficiary country origin value added is calculated. 

Other program limitations involve competitive need limits and 
product graduations. Competitive need limit exclusions are 
automatically triggered for a country's product when a 
legislative ceiling on either the dollar value or share of U.S. 
imports from a country is exceeded in a calendar year. These 
exclusions accounted for $6.7 billion, or 42 percent, of all 
exclusions in 1992 and grew rapidly for top shippers like 
Malaysia and Thailand. Competitive need limit exclusions are 
based on the assumption that a country's export competitiveness 
has been demonstrated. However, external factors that may have 
little to do with the competitiveness of a particular beneficiary 
country's industry can affect U.S. import levels during the 1- 
year period used to trigger an exclusion. We found that in 37 of 
the 57 cases examined, a loss of GSP status due to a competitive 
need limit exclusion was immediately followed by a loss of import 
market share. In addition, the schedule for implementing these 
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exclusions allows beneficiary country exporters and U.S. 
importers only a few months' notice to adjust business plws 
before losing GSP benefits. In considering whether to 
reauthorize the GSP Program < Congress may wish to consider 
altering the competitive need limit process by, for exan^le, 
extending the amount of time before exclusions under ccznpetitive 
need limits are implemented. This would allow for a more 
thorough assessment of the conqpetitiveness of the affected 
imports and allow affected industries more time to adjust. 

As for product graduations, in 1992, 2 percent of all exclusions, 
valued at $276 million, were due to permanent product graduations 
from the program. Product graduations are discretionary and are 
implemented after assessing a beneficiary country's 
conqpetitivenesB for a particular product, usually at the request 
of U.S. producers. 

PROCESS TO REVIEW PRODUCT PETITIQHS GBWERALLY 
WELL STRUCTURED. BUT SPECIFIC C0NCERM8 REMAIN 

The GSP Program has a generally well -structured administrative 
process for consideration of petitions to add products to or 
remove products from GSP coverage. The interagency structure of 
the GSP Subcommittee^ (a working group of the Trade Policy Staff 
Committee) and its consensus decision-making process are designed 
to ensure that the program's goals are balanced to provide 
benefits to beneficiary countries while taking care not to unduly 
harm domestic interests. The annual review process provides for 
transparency and consideration of all interested parties' views. 
However, we have Identified some specific opportunities to 
promote better program administration such as (l) by 
disseminating more information on the decision-making process. 
Including guidelines for analysis, and (2) by strengthening 
information requirements for acceptance of product petitions. 

Among the information that petitioners said they would find 
useful are definitions of key statutory criteria used in making 
decisions on whether to add products to or remove products from 
GSP coverage. The GSP statute does not define key decision- 
making criteria such as "iiBport sensitivity” or "sufficient 
competitiveness.” This has led some petitioners to complain that 
the criteria allow subjective decision-making on product 
additions and removals. However, we believe these criteria would 
be difficult to quantify for use in every case because they are 
highly qualitative and judgmental. Most (Servers we talked with 
said that an attenpt to define these criteria statutorily would 
result in overly rigid definitions that could hamper achievement 
of program objectives. The GSP Subcomittee has develcqped some 
informal guidelines but has not published them. He recomaanded 
that USTR make public the guidelines the GSP Subcomittee uses in 
analysing product petitions, with the stipulation that the 
guidelines provide a framework for, but do not limit the extent 
of, the Subcommittee's analysis. 

He found, based on a review of the decision-making process in 45 
case studies, interagency decision documents, and interviews with 
GSP Subcommittee members, that most petitions have not been 
controversial and have been routinely decided based on their 
economic merit. However, we also found that the more 
controversial the case and the higher in the trade policy 
structure the case was elevated in order to reach consensus, the 
more other policy factors became determinative. Fifteen percent 
of the cases we reviewed had been identified by the Subcommittee 
as controversial and had been elevated for resolution. 


*The GSP Subcommittee is chaired by the Office of the U.S. Trade 
Representative and consists of members from the Departments of 
Agriculture, Coonerce, the Interior, Labor, State, and the 
Treasury. 
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The GSP Subcommittee has not issued public explanations of 
program decisions, although by regulation it will respond to a 
written request for information from petitioners. However, 
foreign and domestic participants told us that many parties were 
unaware of their right to request and receive such explanations. 
We recommended that USTR indicate clearly in Federal Register 
notices of final decisions on GSP petitions that petitioners can 
write to request a written explanation of any decision. 

The GSP Subcommittee has on occasion accepted for review product - 
addition petitions that did not provide all required information, 
if the Subcommittee believed the petition might have had merit 
and the petitioner had made a good faith effort to obtain the 
information. Although this practice was allowed by the 
regulations, it placed domestic producers at a disadvantage in 
raising objections. Domestic producers complained that 
acceptance of incomplete petitions effectively shifted the burden 
of proof on whether to accept a product from the petitioner to 
those opposing the petition. A new product in the program may be 
shipped by any beneficiary country, and there may be few sources 
of information on potential suppliers among beneficiary 
countries. GSP product -addition petitions were required to 
provide detailed information, such as (1) actual production 
figures and capacity utilization and their estimated increase 
with GSP and (2) exports to the United States in terms of 
quantity, value, and price, and considerations that affect the 
competitiveness of these exports relative to exports by other 
beneficiary countries. We recommended that USTR modify GSP 
regulations to specify a mandatory core of information required 
for acceptance of product petitions. 

Also related to the process of administering product -addition 
petitions is the "S-year rule." GSP's 3-year rule, prohibiting 
rejected product -add it ion petitions from being refiled until 3 
years have passed, protects U.S. industry from repeatedly having 
to come to the defense of their products in program proceedings. 
Representatives of affected domestic industries told us that 
waiver of this rule during the 1991 Special Review for Central 
and Eastern Europe initiated by the administration undermined the 
credibility of the program. The representatives said the waiver 
caused an unfair burden on them by reconsidering the addition of 
products that had just been denied. USTR has noted that the 
Trade Policy Staff Committee has the right to waive the 3 -year 
rule since it is the committee's own procedural rule, and the 
rule did not vest a right in any party. Further, the GSP 
Director pointed out that the regulations allow the Trade Policy 
Staff Committee to self -initiate cases "at any time, " which can 
have the same effect. Domestic industries have argued for 
codifying the 3 -year rule with no possibility of a waiver in the 
GSP statute. However, codifying the 3-year rule alone may not 
necessarily guarantee strict application of the 3 -year rule if 
the administration still retains the ability by regulation to 
self -initiate cases. Therefore, if Congress considers whether or 
not to incorporate the 3 -year rule, and a provision disallowing 
its waiver, in the GSP statute, it should recognize that the 
Trade Policy Staff Committee's regulatory authority to self- 
initiate cases can have the same effect. Congress may wish to 
consider stipulating whether or not self -initiation of cases 
should be allowed where it would have the effect of waiving the 
3-year rule. 

A major issue raised by the requesters of our report was whether 
it is legal to offer different benefits to the various 
beneficiary countries under a generalized system, which in spirit 
is like the most -favored-nation principle’ central to the GATT 


’The moat -favored-nation principle is embodied in article 1 of 
GATT and provides that countries grant each other treatment as 
favorable as they give to any country in the application and 
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system. Program benefits are generally extended equally to all 
beneficiary countries due to this principle. In some 
circumstances, however, when a beneficiary country is considered 
to be sufficiently competitive for a particular product without 
the GSP benefit, the benefit may be removed. Such permanent 
product graduations are made at the discretion of the President. 
We concur with the position taken by USTR that the GSP statute 
gives the President authority to make such decisions for 
differential treatment. 

COUNTRY PRACTICE PETITIONS ENGEHDER CONTROVERSY 

When the GSP Program was reauthorized in 1984, new "country 
practice" eligibility criteria were added. These criteria 
Included requirements that beneficiary countries provide adequate 
and effective protection of intellectual property rights (IPR) 
and take steps to observe internationally recognized worker 
rights. IPR refers to legal rights and enforcement associated 
with patents, copyrights, and trademarks. Petitions to suspend 
benefits to beneficiary coiintries that do not meet these criteria 
for country practices can be filed as part of the annual review 
process for GSP eligibility. 

There is a split in opinion about the desirability of country 
practice provisions. Beneficiary countries and many trade 
experts we talked with objected to the presence of country 
practice provisions in the GSP Program. They said that these 
conditions contravene the original spirit of GSP, which was to be 
a trade assistance program that required no reciprocity on the 
part of the recipient country. Other countries' GSP programs do 
not have such conditions. While United Nations officials, 
beneficiary country officials, and many trade experts we talked 
with acknowledged that IPR and worker rights are important 
issues, they said they should be addressed in other forums. 
However, advocates of these provisions maintained that the GSP 
Program's objective of aiding economic development should not be 
carried out without parallel development of adequate IPR and 
worker rights standards. They argued that promotion of these 
rights is important to sustainable economic growth in developing 
countries . 

Administrative difficulties have resulted from adding 
consideration of country practice petitions to the existing 
annual review process designed for product petitions. Country 
practice cases are fundamentally different from product cases, 
since they involve adherence to international standards of 
behavior rather than evaluation of trade flows. The rigidity of 
the annual review cycle, where all petitions must be filed by the 
June 1 deadline or wait until the next review, is not well suited 
to dealing with IPR- or worker rights -related events. These 
events can precipitate crises at any time during the year. We 
recommended that USTR review country practice petitions on a 
separate and more flexible time frame from product petitions that 
better fits their different dynamics. Further, acceptance of 
emergency petitions for review out of cycle when events warrant 
such action, as well as for expedited review, could improve the 
timely consideration of and, potentially, the more effective 
responsiveness to these provisions. Therefore, we recommended 
that USTR accept emergency petitions for expedited review out of 
cycle, when warranted by events. 

In addition, the GSP law and regulations do not specify the 
program's policies and standards for accepting coxintry practice 
petitions for review. The GSP Subcommittee has internal policy 
guidelines, but few of these have been made public. We 
recommended that USTR make public the guidelines used in deciding 


administration of import duties. 
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whether or not to accept country practice petitions for full 
review. 

Worker rights advocates have said they disagree with GSP policies 
(1) classifying certain offenses as human rights issues outside 
GSP purview and (2) requiring presentation of substantially new 
information for reconsideration of denied petitions. As 
currently administered, this "new information" standard has 
prevented further review of worker rights cases in which a 
beneficiary country's promised progress in improving worker 
rights stopped after the GSP review was concluded with a finding 
favorable to the country. We recommended that USTR clarify the 
"new information" standard in the GSP regulations to indicate 
that failure of a beneficiary country to fulfill the promises of 
progress that were instrumental in the decision to deny a 
petition would constitute substantial new information that could 
be the basis for acceptance of a petition. 

Finally, the only sanction available in GSP country practice 
cases is suspension from all GSP benefits. A policy of graduated 
sanctions, such as suspension of one or more industry sectors 
rather than the entire country, would provide greater flexibility 
and could improve the effectiveness of these provisions in 
encouraging changes in country behavior. We recommended that 
USTR take all steps necessary to expand the range of sanctions 
that can be taken when beneficiary countries have not met GSP 
country practice standards to include partial sanctions when 
appropriate . 

The differing expectations held by GSP officials and IPR and 
worker rights advocates are at the root of much of the 
controversy over administration of country practice provisions. 
GSP officials generally said that these provisions have been used 
and have leveraged results from beneficiary countries to the 
extent possible, given other trade and foreign policy concerns. 
However, IPR and worker rights advocates said they wanted country 
practice cases more vigorously prosecuted and sanctions more 
frequently exercised. Worker rights advocates were particularly 
concerned. While IPR advocates have more powerful trade law 
remedies they can pursue, worker rights advocates must depend on 
the GSP provisions to trigger actions under most of the worker 
rights provisions in U.S. trade law. 

Because of its limited benefits, the GSP Program provides only a 
modest degree of leverage to encourage beneficiary country 
governments to change their country practices. Proposals to add 
new country practice provisions during program reauthorization, 
particularly for environmental protection purposes where there 
are no international standards, were opposed by most GSP trade 
experts and program participants we interviewed. Because it was 
beyond the scope of this review, we did not interview 
representatives of environmental groups. However, we believe 
that adding new provisions during program renewal would reduce 
the leverage of GSP in achieving the objectives of the existing 
provisions. Furthermore, if too many conditions are imposed, 
beneficiary countries may feel the compliance burden is too 
great. They may then be willing to forgo all benefits, thereby 
eliminating the existing leverage in the program. in addition, 
the tariff reductions negotiated in GATT are expected to reduce 
the value of the GSP's tariff preference by an estimated 40 
percent and, therefore, the incentive for beneficiary countries 
to participate in the GSP program. 


Mr. Chairman and Members of the Subcommittee, this concludes my 
prepared statement. I will be pleased to try to answer any 
questions you may have. 


(280123) 
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Chairman Crane. Thank you for your testimony. 

On your second point dealing with U.S. content, what changes 
would you propose? 

Mr. Mendelowitz. There are several ways of addressing the 
issue. One way would be to deduct U.S. content from the value of 
the item and then just require that 30 or 35 percent of the remain- 
ing value come from the developing country. An alternative way of 
attaining the same objective would be to add U.S. content to the 
beneficiary country's content and stipulate that together they had 
to reach a certain minimum requirement, such as 35 or 45 percent. 

Chairman Crane. Thank you. 

Mr. Hotighton. 

Mr. Houghton. Thank you, Mr. Chairman. 

Mr. Mendelowitz, it was really too bad that the GSP couldn't 
have been part of GATT, and now there is an extension, this will 
go on and on. At some point, we are going to have to face up to 
this and whether we want to continue to extend it or include it in 
some other ancillary program with GATT or what. If we were to 
rewrite this law and to make it applicable to the current condi- 
tions, what are some of the changes you might make in it? 

Mr. Mendelowitz. I think that the essence and structure of the 
program is in a sense a halfway house to bring developing coun- 
tries into the world trading system, to begin to tie their economies 
to the major market economies of the world, and to encourage them 
to build the institutions that they are going to need to be successful 
functioning market economies, such as protection of intellectual 
property rights. 

\^en we looked at the program, we found it reasonably well ad- 
ministered and, therefore, the suggestions we have for improving 
the program really relate to ways of providing a better understand- 
ing of how the interagency committees that make GSP determina- 
tions arrive at their decisions so that petitions can be prepared bet- 
ter; and, providing somewhat more reasonable time periods when 
items are excluded from coverage, so that the change won't be ter- 
ribly disruptive for the exporting country and will not be terribly 
disruptive for U.S, retailers. 

We have a list of both administrative changes and matters for 
congressional consideration that would, in fact, achieve this. Based 
on the comments expressed to us from the developing countries 
that we visited in the course of this work, the original goal of try- 
ing to promote economic development through trade rather than 
aid ana linking these developing countries to the world market 
seems to be reasonably successful. 

Mr. Houghton. All right. That is helpful. 

I have one other question about the 3-year rule for refiling peti- 
tions. You may like to comment on that, whether that is a good 
time or whether it is not, should it be 4 or 5. It imposes quite a 
burden, particularly if the 3-year rule were enforced on American 
industry. 

Mr, Mendelowitz. The 3-year rule is part of the interagency 
rules for running the program. The rationale behind the 3-year rule 
was that if petitioners were allowed to constantly refile petitions to 
put riven products under the proCTam, U.S. interests who felt in- 
jured or felt they would be injured if this product were given duty- 
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free status under the program, would have to constantly defend it- 
self in one administrative procedure after the other. 

The 3-year rule was adopted as a wav of providing a reasonable 
time interval within which events could change and it would be 
worthwhile to reconsider petitions for the addition of the same 
products without unduly burdening U.S. industry. One of the 
things that this program always tried to do was to balance the ben- 
efits to developing countries, the benefits to U.S. consumers and 
minimize the cost and disruption to U.S. industry, and the 3-year 
rule is a reflection of that effort to try to balance all those inter- 
ests. 

The reason why the 3-year rule became an issue of contention is 
that back in 1991 there was an administratively triggered special 
review to try to identify additional items that could be put under 
GSP for the benefit of the countries of Eastern Europe who had 
just emerged from domination by the Warsaw Pact. Several very 
sensitive products that several months before had been reiected for 
coverage in the program were now on the table again. And, U.S. 
industry felt they had made their case and they nad succeeded, 
they were supposed to have a 3-year window within which the 
issue would not be brought up again. And here they were only sev- 
eral months later, having to defend why these particular products 
shouldn’t be included in the program. The 3-year time period is a 
reasonable time period. However, it is only a judgment call. There 
is nothing that says it must be 3 years rather than some other rea- 
sonable interval. It is just what the pro^am has used. What has 
created the tension is the fact that the interagency review group 
that has responsibility for administering the pro^am does have 
authority under program rules to self-initiate and they have the 
authority to self-initiate irrespective of what was determined in an 
annual product review, and they, in effect, can nullify the 3-year 
rule. 

If Congress does feel that the 3-year rule is important and rep- 
resents a balance between consumer interests, producer interests, 
developing country interests, and they want to codify that in law 
rather than regulation, what we wanted to point out was that leav- 
ing the review committee that administers the program with au- 
thority to self-initiate could in practice nullify that 3-year rule. You 
may want to place into law, if you think it is important, that self- 
initiated cases had to abide by the same 3-year interval. 

Mr. Houghton. Thank you. 

Chairman Crane. Mr. Kamstad. 

Mr. Ramstad. No questions. 

Chairman Crane. We thank you for your testimony and appre- 
ciate your appearing here today. 

Now, I would like to invite our private sector panel, Mr. Robin 
Lanier, Mr. Bruce Shulman, Mr. David Weiser and Mr. Benjamin 
Davis. 

Chairman Crane. My apologjes, Ms. Lanier. 

Ms. Lanier. I am Robin Lanier, and I am vice president 

Chairman Crane. Before you start your testimony, I would like 
to defer to my disting^shed colleague from Minnesota, who would 
like to tender a special welcome to Mr. Weiser, who is a constitu- 
ent. 
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Mr. Ramstad. Thank you, Mr. Chairman. 

I want to welcome all the members of this distinguished panel. 
We appreciate your patience and look forward to your testimony. 

I do want to extend a special welcome to my friend and constitu- 
ent David Weiser who is vice president and general counsel, De- 
partment 56. I look forward to your testimony. 

Department 56 is a real Minnesota success story. The company 
is located in the heart of the Third District in Eden Prairie, Minn., 
and is a leading importer, desimer and distributor of specialty ce- 
ramic and porcelain products, those Christmas ornaments that the 
Chairman and his wife like so much that have become collectibles 
to over 200,000 Americans. 

We will hear from Mr. Weiser what the discontinuation of the 
GSP ProCTam would mean, not only to the 200 employees in our 
district, but to hundreds, I dare say, thousands of independent 
service businesses in this country as well. 

So welcome, David. We appreciate your coming to help us on 
this, and I look forward to the testimony of all the witnesses. 

Thank you, Mr. Chairman. 

Chairman CRANE. And now ladies first. 

STATEMENT OF ROBIN W* LANIER, VICE PRESmENT, 

INTERNATIONAL TRADE AND ENVIRONMENT, INTER- 
NATIONAL MASS RETAIL ASSOCIATION, ON BEHALF OF THE 

COALITION FOR GSP 

Ms. Lanier. Thank you, Mr. Chairman. 

My name is Robin Lanier, and I am vice president for Inter- 
national Trade and Environment at the International Mass Retail 
Association. 

I am pleased to have this opportunity to appear before you to 
seek a long-term extension of the GSP Program. I have submitted 
my written comment^ and I hope to summarize my key points. 

The Coalition for GSP was founded in December 1992, and is 
composed of literally hundreds of members representing a wide va- 
riety of American producers, importers, retailers, consumers and 
their workers. The International Mass Retail Association is a trade 
association representing 170 mass retail companies in the United 
States. 

You have already heard a lot about GSP and all of you know 
much about the program, so rather than summarizing the pro^am 
for you yet again, I will point out that I think from the U.S. private 
sector point of view this program represents a kind of partnership. 
The program is not merely a foreipi aid pveaway but instead re- 
lies upon the private sector to help develop stable market econo- 
mies around the world. It is a tax incentive first and foremost. 

I would like to talk a little bit about three ways in which GSP 
benefits U.S. private sector companies. First of all, it keeps jobs in 
America. Benefits are provided on many, many inputs to produc- 
tion. 

I will give a few examples: Automobile parts, raw cane sugar, 
many chemicals, refrigerator compressors, copper cathodes, leather 
upholstery, thermostats, furniture parts, zinc, printed circuits and 
hiindreds of other inputs to production are used by U.S. manufac- 
turers to reduce the cost of products here. By substituting duty-free 
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inputs of production, U.S. companies can keep prices low and keep 
production here in the United States. 

The program also helps many, many small businesses, prin- 
cipally importers all across the country. You will hear one story 
today, but let me tell you another stoiy about a fellow named Mike 
Kapica who runs a little company cal ted Charming Shark Tropical 
Accessories, Inc. He imports earrings and magnets under the GSP 
Program. 

Two years ago, his company which is located in Sarasota, Fla., 
was profiled in a Journal of Commerce article. He said at the time 
that if GSP benefits were eliminated, that the price of his earrings 
would go up by about 5 cents a pair. That doesn’t sound like a lot, 
but for him that meant $5,000 of additional cash duty due on every 
$50,000 shipment. 

This is a man who has a company founded with $200 of family 
savings. He employs about six part-time employees in Sarasota, 
and for him to find the cash to pay the duty he had to find a loan. 
He remained in business after the 1993 lapse of the program, I am 
happy to say, and while he got his duty back, he did not get the 
interest on the loan that he had to float. Once again, he and thou- 
sands of other small businesses across the countiy are facing a 
lapse and having to come up with cash to pay their duties. 

From my one industry’s point of view, the GSP Program has a 
direct impact on the prices that consumers pay at the checkout. Let 
me give you a few examples of how prices might go up if GSP were 
to lapse. Ceramic tile could go up perhaps by 10 percent, Christmas 
lights by 8 percent, fishing rods by 9.2 percent, ceiling fans by 4.7 
percent, baby corn by a whopping 17.5 percent, 

GSP needs to be extended for more than just a few months. You 
have heard today how the few month rollover of this program real- 
ly limits the ability of businesses to plan for the future. We hope 
you will extend this program. It is good for America in many dif- 
ferent ways. 

Thank you. 

[The prepared statement follows:] 
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STATEMENT OF ROBIN W. LANIER 
VICE PRESIDENT, INTERNATIONAL TRADE & ENVIRONMENT, 
INTERNATIONAL MASS RETAIL ASSOCIATION 
ON BEHALF OF THE 
COALITION FOR GSP 

I am pleased to have this opportunity to appear before on behalf of the 
Coalition for GSP you in support of a long-term extension of the Generalized System 
of Preferences (GSP). My name is Robin Lanier and I am Vice President for 
International Trade and Environment for the International Mass Retail Association, a 
member of the Coalition for GSP. 

The International Mass Retail Association, represents more than 700 
members- 1 70 mass retailers that include discount department stores, home centers, 
catalogue showrooms, dollar stores, variety stores, warehouse dubs, deep discount 
drugstores, spedalty discounters and off-price stores, as well as 570 other businesses 
that supply consumer products for sale in our member stores. Collectively. IMRA 
retail members operate more than 54.000 stores in the U.S. and abroad and employ 
over a million people. The retail members represent the overwhelming majority of 
the $245 billion mass retail industry. 

The Coalition for GSP was formed in December 1992, and is composed of 
many companies representing a wide variety of American producers, importers, 
retailers and their workers. They indude sectors of the economy that benefit most 
horn GSP: electronics, wood products, sporting goods, food processors, and other 
consumer product companies. 


OVERVIEW OF THE GSP PROGRAM 

The Generalized System 'of Preferences is a recogiuzed part of the legal 
framework of the General Agreement on Tariffs and Trade (GATT) 1 994. It allows 
industrialized nations to provide preferential tariff treatment for the exports of lesser 
developed nations. The program is designed to promote economic growth and 
industrialization through international trade. 

The United States first implemented a GSP program in 1976. The program 
lasted for 10 years and was renewed for 8 and a half years in 1985. In 1993, 
Congress extended the program for 18 months, to September 30, 1994. In 1994, the 
program was extended, once again for a short period of months. The current GSP 
program expires on July 31 , 1995. 

The U.S. GSP ptx>gram provides duty-free treatment for more than 4,000 
products imported from more than 140 eligible countries. The largest beneficiary 
countries arc Malaysia, Thailand, Brazil and the Philippines. In 1994, U.S. duty-free 
imports under GSP were valued at $18 billion, 3 percent of total U.S. imports. 

The major product categories that benefit from U.S. GSP duty free treatment 
are consumer electronics, electrical machinery, manufactured products, food products, 
non-electrical machinery, metal products, and telephones. 

The program protects domestic industry in several ways. First, by statute, 
import-sensitive products such as clothing and footwear are not granted GSP benefits. 
In addition, the program also includes provisions designed to limit GSP benefits to 
those lesser developed nations that truly need a helping hand. Products that arc 
imported in large quantities can been ’graduated" f^rom the program, and entire 
countries can be "graduated" when they reach a per-capita income threshold. Finally, 
the program gives the President wide latitude to summarily graduate competitive 
countries from the program. 

Finally, and perhaps most important of all, the United States has successfully 
used GSP benefits as negotiating leverage to induce beneficiary countries to make 
improvements to intellectual property rights and worker rights protections, and to 
provide enhanced market access for U.S. exports. 
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The Coalition for GSP supports a long-term, five-year renewal of the current 
GSP program without any major changes to its structure. This long-term extension is 
needed to help the American businesses that rely on GSP plan for the future. The on- 
again, off-again, short-term extensions of this program serve no one's purposes-not 
the businesses who rely on GSP, nor the government that uses GSP as leverage to 
gain improvements in foreign market access, and protection of workers and 
intellectual property. We are wary of inaldng changes to the current program because 
we fear that changes will delay renewal of the program beyond July 31,1 995. 


BENEFITS OF THE PROGRAM 

GSP is one of those modest programs that actually accomplishes what it set out 
to accomplish. GSP has proved to be a rational tax incentive policy that has spurred 
foreign investment and economic development in lesser developed countries. It docs 
so, not by giving away money, but by providing trading opportunities here in the 
United States. Because GSP benefits are tied to beneficiary countries' progress on 
worker rights and protection of intellectual property rights, GSP has also proved to be 
one of the most useful and flexible negotiating tools in the U.S. arsenal on those key 
international trade issues. Most important, GSP gets the private sector involved in 
helping less developed countries move toward stable market economics. It does so 
while helping American companies remain competitive, creating American jobs, and 
giving consumers a price break at the check out. 

I would like to focus the coalition's comments on how this program benefits 
American businesses and consumers. 


ICEEPING JOBS IN AMERICA 

GSP duty free imports help American producers keep manufacturing jobs in 
America. U.S. companies keep their production costs down by importing raw 
materials under the GSP program. Automobile parts, raw cane sugar, many 
chemicals, refrigerator compressors, copper cathodes, leather upholstery, thermostats, 
furniture parts, unwrought zinc, printed circuits and hundreds of other inputs to 
production are currently granted GSP duty-free benefits. By lowering the cost of 
these raw materials, U.S. manufacturers can afford to use more expensive U.S. labor 
for production, and remain competitive. Losing GSP benefits could well tip the scales 
for some of these manufacturers, forcing them to move their production entirely 
offshore. 


HELPING SMALL BUSINESSES 

GSP directly helps small, and family-owned importing businesses. These 
business also create and support American jobs-jobs that could be jeopardized by the 
loss of GSP benefits this coming July. To give you an idea of the impact of this 
program on smaller business, I'd like to tell you about one of the members of the 
Coalition for GSP. Mike Kapica runs a little Sarasota Florida company-Charming 
Shark Tropical Accessories Inc.-that imports earrings and magnets under the GSP 
program. Two years ago, Mr. ICapica’s company was profiled in the Journal of 
Commerce, right after the GSP program had lapsed. At that time, Mr. Kapica 
estimated that the wholesale price for his imported earrings would increase by about 
five cents a pair without the GSP tariff break. That doesn't sound like much, but for 
Mr. Kapica, who founded his little company with $200 of his own money and 
employs a half-dozen part-time employees, it amounted to an additional $5,000 on 
every $50,000 shipment -money he did not have on hand, and had to borrow at an 
additional interest cost. Mr. JCapica weathered the storm back in 1993, but now two 
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years later, he faces the same expensive disruption to his small business. GSP helps 
him to stay in business and to provide jobs in Florida. 


KEEPING PRICES LOW 

Finally, GSP helps American consumers make ends meet. Obviously for the 
many retail companies that I represent, GSP has a direct impact on our prices. 
Whether the GSP benefit applies to an input of production, or a finished consumer 
product, GSP duty-free treatment inures directly to any American who shops at any 
one of IMRA's 170 member companies. 

If Congress fails to act, on July 31, 1995, duties as high as 17.5 percent could 
be imposed on some imported consumer goods and parts. At retail, those additional 
border taxes translate into significant retail price increases for average Americans. For 
example, ceramic tiles from Turkey arc one of many GSP products that home centers 
all across the country sell at reasonable consumer prices. The MFN duty rate for 
these products is 10 percent. If GSP lapses, the cost to consumers of these products 
could jump by 10 percent. Some retailers can. and will, absorb some of these price 
increases, but with average after-tax profits of only 2 percent of sales-and even less 
than this in the mass retail sector-rctail industry margins are simply not sufficient to 
absorb all of the price increases that could be expected if GSP ends on July 3 1 . Some 
retail fonnats, like dollar stores or variety stores that sell merchandise at a fixed price 
of a $1.00 or less, will have no flexibility to pass on price increases. Ail it takes is a 
very small increase in the wholesale price of a product before a retailer of this type 
decides to drop a product from its merchandise mix. 

The potential price increases are significant. The duty on Christmas tree lights 
is 8 percent. The duty on fishing rods is 9.2 percent. The duty on ceiling fans is 4.7 
percent. The duty on baby com is 17.5 percent. All of these products, and hundreds 
of other, non-import-sensitive products arc now being imported at zero duty from a 
many of less developed nations. 


GSP IS NOT A WASTEFUL SPENDING PROGRAM 

rd like to leave you with this one final thought. GSP is not a wasteful 
spending program, nor a give-away to foreign governments. It is, instead, a well- 
thought-out, modest tax break designed to effect good policy goals. Unlike many 
other tax incentives, however, GSP works. It stabilizes market economies, advances 
worker rights, protects intellectual property, opens new markets for U.S. exports, 
helps U.S. firms stay competitive, creates American jobs, and keeps prices low. All 
Congress has to do to avoid imposing a new, unneeded tax on business and 
consumers is to extend this program for at least another five years. 
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Chairman Crane. Thank you. 

Mr. Shulman. 

STATEMENT OF BRUCE N. SHULMAN, ON BEHALF OF THE 
AMERICAN ASSOCIATION OF EXPORTERS & IMPORTERS 

Mr. Shulman. Mr. Chairman, members of the committee, my 
name is Bruce Shulman. I am currently the senior attorney in the 
Washington office of Stein Shostak Shostak & O'Hara. Prior to be- 
coming a member of the private sector, I was employed from 1975 
to 1987 as a senior attorney in the Office of Regulations and Rul- 
ing at the Customs Service. 

I greatly appreciate the opportunity to testify today on behalf of 
the American Association of Exporters & Importers. AAEI is a na- 
tional organization of approximately 1,200 U.S. firms active in im- 
porting and exporting a broad range of products, including chemi- 
cals, machinery, electronics, footwear, foodstuffs, and textiles and 
apparel. The association's members also include customhouse bro- 
kers, freight forwarders, banks, attorneys and insurance carriers. 

AAEI appreciates the opportunity to address the fiscal year 1996 
budget proposals for the Customs Service and the need to renew 
the GSP Program which is due to expire on July 31, 1995. 

AAEI has always supported the Customs Service being provided 
with enough appropriations to perform its important functions of 
raising revenue, enforcing our trade laws and facilitating com- 
merce. As the committee is aware, Customs is currently undergoing 
a major reorganization, as well as beii^ required to administer at 
least three new major programs — ^the Customs Modernization Act, 
the North American Free Trade ACTeement and the changes result- 
ing from the Uruguay roxind of miiltilateral trade negotiations. 

Customs has already cut or frozen numerous positions in at- 
tempting to be responsive to the budgetary problems which face the 
government. Under these circumstances, further cuts in the Cus- 
toms budget beyond those which have already been made would be 
extremely harmful to the agency. Accordingly, AAEI recommends 
that further cuts in Customs’ proposed budget be deferred at least 
until the agency has had an opportunity to reorganize and to ascer- 
tain what resources it will be needing to administer all of the new 
programs for which it has now been made responsible. 

For nearly 20 years, GSP has ^ven developing countries access 
to the world marketplace by allowing exportations to industrialized 
countries at preferential rates of duty. Its philosophy of promoting 
trade is clearly a more effective, cost-efficient means of promoting 
sustained economic growth than direct foreign aid. 

As a result, over 20 other industrialized countries have adopted 
the GSP concept and continue to import goods at preferential rates 
of duty from developing countries. The United States must con- 
tinue this program to remain competitive in international trade 
and to foster development in the Third World. 

For the above reasons, AAEI has consistently supported a strong 
GSP Program and continues to do so. The imminent expiration of 
the U.S. GSP Program on July 31, 1995 is of great concern to AAEI 
and its members. It is difficult to plan an import strategy with the 
knowledge that a program on which importers rely is going to ex- 
pire within the next 5 months. Accordingly, AAEI urges Congn^ess 
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to renew the U.S. Generalized System of Preferences for a mini- 
mum of 10 years. 

GSP should be renewed for three main reasons: First, GSP is im- 
portant to beneficiary developing countries and to U.S. producers 
and consumers. Duty-free sourcing of materials and components is 
important to U.S. industries which use them in the production of 
finished products. 

If U.S. manufacturers can only obtain these materials and com- 
ponents at prices which include the payment of duty, increases in 
the price of finished products will inevitably be passed to U.S. con- 
sumers. 

For example, a substantial volume of electrical products, such as 
outlets and switches, are imported from BDC countries under GSP 
to be used in the housing industiy. Likewise, a large volume of 
components is imported from BDC countries which are used in 
U.S. -made automobiles. If such products are not available at prices 
which do not include duty, whatever increased costs are involved 
will be paid by purchasers of new homes and automobiles. 

Additionally, some people have the perception that the GSP Pro- 
gram is not important now that Mexico and Israel are no longer 
beneficiary developing countries. Nothing could be further from the 
truth. Countries like the Philippines, Malaysia, Indonesia and 
Thailand are heavily dependent on the GSP Program, and numer- 
ous U.S. importers depend on sourcing duty-free products from 
such countries in order to remain competitive. 

And most importantly, in the future, GSP can and should play 
an important role in assisting the economies of, and strengthening 
democracy in countries such as Russia, where trade and not aid 
should be the first order of business. 

Second, continuation of the GSP Program will result in the pro- 
tection or improvement of intellectual property rights in beneficiary 
developing countries and other important objectives. 

In the past, the existence of the GSP Program has resulted in 
beneficiary developing countries either protecting or improving in- 
tellectual property rights and living up to other international obli- 
gations. It is obvious that if the GSP Pro^am is not renewed, 
countries which have previously protected or improved these rights 
will have no future incentive for doing so. 

Third, the Generalized System of Preferences is one of the most 
cost-effective and efficient foreign aid or trade programs adminis- 
tered by the United States. It is estimated that the renewal of the 
GSP Program will cost the United States approximately $500 mil- 
lion per year. This cost is relatively minor when compared with the 
cost of other trade and foreign aid programs, such as NAFTA, the 
Uruguay round, et cetera. 

Moreover, the GSP Program has a proven track record of helping 
beneficiary developing countries improve their economies, after 
which they have been graduated. Congress need only look to such 
countries as South Korea, Hong Kong, Singapore and Taiwan as 
examples. 

In addition to supporting an extension of GSP, AAEI has in- 
cluded several suggestions in its written submission for improve- 
ments which should be made in the GSP Program. We trust that 
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the committee will give full consideration to these written sugges- 
tions. 

In summary, AAEI strong supports renewal of the GSP Pro- 
gram for at least 10 years. Tne GSP Program has historically en- 
couraged trade with underdeveloped nations and has led to sub- 
stantial economic gains for both these countries and the United 
States. 

Again, thank vou for the opportunity to testify concerning a mat- 
ter which is of tne utmost importance to the importing community. 

I am ready to answer any questions which the committee may 
have. 

[The prepared statement follows:] 
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STATEMENT OF 
BRUCE N. SHULMAN 
ON BEHALF OF THE 

AMERICAN ASSOCIATION OF EXPORTERS & IMPORTERS (AAEQ 


Introduction 

AAEI is a national organization of approximately 1,200 U.S. firms 
active in importing and exporting a broad range of products, 
including chemicals, machinery, electronics, footwear, foodstuffs, 
and textiles and apparel. The Association's members also include 
customhouse brokers, freight forwarders, banks, attorneys and 
insurance carriers. 

AAEI appreciates the opportunity to address the need to renew the 
GSP program which is due to expire on July 31, 1995. For nearly 
twenty years, GSP has given developing countries access to the world 
marketplace by allowing exportations to industrialized countries at 
preferential rates of duty. Its philosophy of promoting trade is 
clearly a more effective, cost-efficient means of fostering 
sustained economic growth than direct foreign aid. For this reason, 
AAEI has consistently supported a strong GSP program and continues 
to do so. The imminent expiration of the U.S. GSP program is of 
great concern to AAEI and its members. It is difficult to plan an 
import strategy with the knowledge that a program on which importers 
rely is going to expire on July 31 of this year. 


AAEI Supports Renewal of the Generalized System of Preferences 

1. GSP is Important to Beneficiary Developing Countries and to 
U.S. Producers and Consumers. 

AAEI urges Congress to renew the U.S. Generalized System of 
Preferences for a minimum of ten years. The GSP program is 
currently due to expire on July 31, 1995. For nearly twenty years, 
GSP has given developing countries access to the world marketplace 
by allowing them to export products to the many industrialized 
countries which have adopted such a program. Over twenty other 
industrialized countries have adopted the GSP concept and continue 
to import goods at preferential rates of duty from developing 
countries. The United States must continue this program to remain 
competitive in international trade and to foster development in the 
Third World. 

Additionally, duty-free sourcing of materials and components is 
important to U.S. industries which use them in the production of 
finished products. If U.S. manufacturers can only obtain these 
materials and components at prices which include the payment of 
duty, increases in the price of finished products will inevitably be 
passed to U.S. consumers. For example, a substantial volume of 
electrical products, such as outlets and switches, are imported from 
Beneficiary Developing Countries under GSP to be used in the housing 
industry. If such products are not available at prices which do not 
include duty, whatever increased costs are involved will be paid by 
purchasers of new homes. 

Finally, some people have the perception that the GSP program is not 
important now that Mexico and Israel are no longer Beneficiary 
Developing Countries. Nothing could be further from the truth. 
Countries like the Philippines, Malaysia, Indonesia and Thailand are 
heavily dependent on the GSP program, and numerous U.S. importers 
depend on sourcing duty-free products from such countries in order 
to remain competitive. Moreover, in the future, GSP can and should 
play an important role in assisting the economies of and fostering 
democracy in countries such as Russia, where trade and not aid 
should be the first order of business. 

2. Continuation of the GSP Program will Result in the Protection 
or Improvement of Intellectual Property Rights in Beneficiary 
Developing Countries and Other Important objectives. 
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In the past, the existence of the GSP program has resulted in 
Beneficiary Developing Countries either protecting or improving 
intellectual property rights and living up to other international 
obligations. It is obvious that if the GSP program is not renewed, 
countries which have previously protected or improved these rights 
will have no further incentive for doing so. 

3. The Generalized System of Preferences is One of the Host 
Cost-Effective and Efficient Foreign Aid or Trade Programs 
Administered by the United States. 

It is estimated that the renewal of the GSP program will cost the 
U.S. approximately $500 million per year. This cost is relatively 
minor when compared with the cost of the other trade and foreign aid 
programs, such as NAFTA, the Uruguay Round, etc. Moreover, the GSP 
has a proven track record of helping Beneficiary Developing 
Countries Improve their economies, after which they have been 
graduated. Congress need only look to such countries as South 
Korea, Hong Kong, Singapore and Taiwan as examples. 


AAEI Supports Imp rovements in the GSP Program 

AAEI supports the current Presidential authority to waive statutory 
limits on a particular GSP import commodity from any beneficiary 
country when the President receives advice from the International 
Trade Commission [ITC] that no United States industry is likely to 
be adversely affected by such a waiver, and he determines that such 
a waiver is in the national economic interest of the United States. 
[19 U.S.C. 2464(c)(3)(A)]. This general waiver authority has 
allowed the Administration to conduct the review process in an 
intelligent manner, without subjecting the flow of trade to 
otherwise potentially disruptive automatic mechanisms which would 
deny duty-free benefits to products needed for U.S. domestic 
production. 

The Annual Review process has also enabled the U.S. to use the 
waiver for gaining leverage in negotiations to assure market and 
commodity access and to enforce intellectual property rights. [19 
U.S.C. 2464(C)(3)(B)]. 

AAEI also proposes a redefinition of the rules of origin under the 
GSP program. The existing rules of origin require, inter alia . that 
eligible articles be imported directly from beneficiary countries to 
the United States and that the sum of the cost or value of the 
materials produced in beneficiary countries plus the direct costs of 
processing operations performed therein must equal at least the 
thirty-five percent of the appraised value of eligible articles upon 
their entry into the United States. [19 U.S.C. 2464(b)(1)]. 

AAEI proposes allowing U.S. component input tc count toward the 35% 
minimum value rule for GSP. While rewarding U.S. value content 

input would not adhere to the express purpose of GSP, allowing such 
input to count toward the 35% would be a boon to U.S. domestic 
manufacturers, importers and consumers. It should be noted that 

other countries. Including Canada and Japan, make a similar 
allowance in their GSP programs. The inclusion of U.S. value 

content input would also be consistent with other trade programs 

which allow a donor country content rule, such as the Caribbean 
Basin Initiative Act. (19 U.S.C. 2702]. 

Strengthening of American competitiveness abroad necessitates GSP 
renewal since more than twenty other industrialized countries grant 
duty-free benefits to developing countries. Because a considerable 
amount of duty-free goods are being used as components in U.S. 
manufacturing, loss of GSP would be a severe blow to these sectors 
of the U.S. economy, as well as the economies of developing nations. 

Adoption of the above changes would enhance realization of the 
purpose of the GSP program, bene fitting not only developing 
countries, but also U.S. economic interests. 

In summary, AAEI strongly supports renewal of the GSP program for at 
least ten years. The GSP program has historically encouraged trade 
with underdeveloped nations and has led to substantial economic 
gains for both these countries and the United states. 
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Chairman Crane. Mr. Weiser. 

STATEMENT OF DAVID H. WEISER, VICE PRESIDENT, 
GENERAL COUNSEL AND SECRETARY, DEPARTMENT 66, INC, 

Mr. Weiser. Thank vou, Mr. Chairman. 

I am here to provide the comments of Department 56, Inc., in 
support of a possible extension of the GSP Program, 

As Congressman Ramstad noted. Department 56 is a leading de- 
signer, importer and wholesale distributor of better quality, reason- 
ably priced Christmas ornaments, collectibles and best known prod- 
ucts. We are best known for our village products — handcrafted min- 
iature ceramic and porcelain houses, Duildings and coordinating ac- 
cessories. Just two of our products that are imported from the Phil- 
ippines are placed on the table next to me. 

Since their introduction nearly 20 years ago, our products have 
developed broad consumer appeal due to their fine detail, high 
quality and reasonable price. Thanks to these features, many of our 
products have achieved collectible status, and it is estimated, as 
the Congressman noted, that roughly 200,000 avid collectors exist. 

Beyond the avid collectors, our consumers represent a broad de- 
moCTaphic spectrum. The interactive nature of our products attract 
both male and female consumers, with 50 percent under 45 years 
of age and having household incomes of between $35,000 and 
$75,000. 

A key to our competitive ability to deliver these products with 
their high level of detail and quality at affordable prices lies within 
our proven vendor relationships. 

We do not actually manufacture the products we sell. Instead, we 
have organized a network of Pacific rim suppliers who produce to 
our design specifications. Many of these relationships with produc- 
ers in GSP beneficiary countries date back over 5 years, and we 
have often purchased a supplier's entire annual output. 

Our large buying volumes and our long presence in the Far East 
have built a level of expertise that allows us to design increasingly 
intricate and detailed pieces. When you consider that one piece can 
require 30 separate attachments, hundreds of modeling cuts and 
several handbrushed finishes, or the crafting and assembly of var- 
ious art media into a single product, it becomes clear that the de- 
signers and factory must nave coordination, knowledge and skill to 
produce consistent, high-quality pieces. 

Over the past 5 years, we have developed vendors in India, Thai- 
land and the Philippines which are principally led by indigenous 
artisans. These persons have raised and committed their private 
capital to the construction of factories and to the training of both 
supervisory and artisan personnel. 

Department 56's import history with the Philippines provides 
some illustration of the longer term effects of GSP. Our Philippine 
procurement began in the late eighties at relatively insignificant 
levels and now represents 11 percent of our import purchases. De- 

f >artment 56 imports from the Philippines doubled in absolute dol- 
ars in the past 2 years alone. 

Since the early nineties, we have observed employment in our 
Philippine vendor facilities increased from approximately 750 work- 
ers to nearly 3,000 individuals. Imports from Thailand and India 
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are currently insignificant in relative terms for Department 56, but 
our 1995 Thai imports should be at least 20 times greater in dol- 
lars than 1992 levels and India imports are expected to be nearly 
200 times neater than 1992 amounts. These dramatic increases 
are due to the development of these industries rather than a move- 
ment of jobs from the United States. 

Revocation or expiration of the GSP Program would be felt soon 
by us for two principal reasons. First, this craft production is spe- 
cialized and it takes a long lead time to establish a productive facil- 
ity. For our Philippine mixed-media merchandise, such as the piece 
to my left, tliere are no available alternative sources at present. 

Second, modem inventopr management is a version of just-in- 
time purchasing, so there is little warehoused surplus available to 
meet customer orders. We would be faced with passing a duty sur- 
charge into our wholesale prices, and this would impact our em- 
ployees and sales force, our 19,000 trade customers in the United 
States, our cargo haulers and import brokers, our royalty artists, 
our public investors and all their various constituencies. 

I would like to note that better quality resin ceramic and por- 
celain products, particularly those of mixed media, are not pro- 
duced in commercial quantities in the United States. We therefore 
believe that there are no substantial private U.S. interests that 
would directly benefit or be protected by discontinuing the GSP 
Program. Rather, the interests that would be benefited and pro- 
tected would be those of countries such as China and Vietnam who 
in recent years have largely abandoned their central economic 
planning and vigorously adopted free market practices. 

With that change, they are able to compete with their immense 
resources and, to some extent, it is the historically developing 
states, such as the Philippines, and loi^-term gains that GSP has 
achieved in those countries that are affected. While we do not re- 
ject the recent advances of China, indeed a substantial portion of 
our goods are made there, we understand and adopt the manage- 
ment principles of vendor diversification and encourage our produc- 
tion sourcing to avoid dependency on any one particular economic, 
political, geographic, or cultural setting. In this context, GSP can 
stabilize the trading environment and help business diversify its 
import portfolio. 

In addition, relocation of production facilities out of current GSP 
beneficiary countries would, of course, shrink foreign local invest- 
ment in these countries and would reduce the opportunities for 
those countries to diversify their export base. 

In closing, I would like to note that while Department 56 is not 
involved in heavy industries such as automotive manufacturing or 
power plant construction, as persons experienced in international 
trade we can well imagine that being able to extend GSP treatment 
to countries where U.S. businesses are bidding on major capital 
works is a useful tool to our Nation’s commercial diplomacy and ul- 
timately the balance of trade. 

Thank you for allowing Department 56 to provide its remarks on 
the possible extension of the Generalized System of Preferences, 
and I would now be pleased to answer any questions from members 
of the committee. 

[The prepared statement follows:] 
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COMMENTS OF DEPARTMENT 56, INC. 

TO THE SUBCOMMITTEE ON TRADE 
ON THE EXTENSION OF THE GSP PROGRAM 


This statement is submitted on behalf of Department 56, Inc. , 
One Village Place, 6436 City West Parkway, Eden Prairie, MN 55344, 
concerning the possible extension of the Generalized System of 
Preferences {"GSP") program which promotes economic development and 
creates markets for U.S. exports in developing countries through 
tariff preferences. Department 56 urges the Subcommittee on Trade 
to fully support the extension of the GSP program. 

Department 56 is a leading designer, importer and wholesale 
distributor of better quality, reasonably priced Christmas 
ornaments, collectibles, and specialty giftware products. The 
company is best known for their village products, handcrafted 
miniature ceramic and porcelain houses, buildings, and coordinating 
accessories. Since their introduction 19 years ago, these village 
products have developed broad consumer appeal due to their fine 
detail, high quality, and reasonable price. Because of these 
features. Department 56 village products have achieved collectible 
status, with approximately 200,000 avid collectors and, 
additionally, a broad demographic spectrum of consumers. 

A key to Department 56 's competitive ability to deliver these 
products with their high level of detail and quality at affordable 
prices lies within their long-standing vendor relationships. 
Department 56 has an organized network of Pacific-rim suppliers who 
produce to their design specifications. A significant number of 
these production facilities are located in India, Thailand, and the 
Philippines, all GSP beneficiary countries. 

Many of the relationships with producers in GSP beneficiary 
countries date back over 5 years and Department 56 often purchases 
a supplier's entire annual output. Department 56 's large buying 
volumes and long presence in the Far East have built a level of 
expertise that allows them to design increasingly intricate and 
detailed pieces. This expertise is critical because each piece may 
often require 30 separate attachments, hundreds of modelling cuts, 
and several hand-brushed finishes, or the crafting and assembly of 
various art media into a single product. 

The vendors in India, Thailand, and the Philippines are 
principally led by indigenous artisans and their private capital 
has been committed to the construction of factories in these 
countries and to the training of both supervisory and artisan 
personnel . 

Department 56 's import history with the Philippines provides 
some illustration of the longer-term effects of GSP. Our 
Philippine procurement began in the late 1980 *s at relatively 
insignificant levels and now represents 11 percent of our import 
purchases. Department 56 imports from the Philippines doubled in 
absolute dollars in the past 2 years alone. Since the early 
1990 's, we have observed employment in our Philippine vendor 
facilities increase from approximately 750 workers to nearly 3,000 
individuals. Imports from Thailand and India are currently 
insignificant in relative terms for Department 56, but our 1995 
Thai imports should be at least 20 times greater in dollars than 
1992 levels and India imports are expected to be nearly 200 times 
greater than 1992 amounts. These dramatic increases are due to the 
development of these industries rather than a movement of jobs from 
the United States. 

Because of the specialized nature of this production and the 
long lead time necessary to develop an appropriate supplier, there 
is no other source available at present for these products. 
Relocation of these production facilities would shrink foreign 
investment in these three GSP beneficiary countries and would 
reduce the opportunities for these three countries to diversify 
their export base. 
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Here in the United States, Department 56 will also be injured 
if the GSP program is allowed to lapse. Department 56 employs 
approximately 190 workers in the United States and 200 worldwide. 
Additionally, independent sales organizations which sell our 
products to the retail trade employ another 100 Americans. These 
U.S. jobs will be directly affected by the expiration of the GSP 
program. Other workers immediately affected by the expiration of 
the GSP program will also include cargo haulers, import brokers, 
royalty artists, public investors, and all their various 
constituencies . 

Current U.S. production of these collectable and giftvare 
items is negligible. Accordingly, any disruption in the flow of 
these items from GSP beneficiaries will not benefit U.S. 
manufacturers. The removal of GSP preferential benefits will be 
counterproductive and detrimental to U.S. consumers. 

Granted, there are some immediate budgetary reservations about 
extending the GSP program. However, the long-term benefits of the 
GSP program more than compensate for any immediate budgetary 
outlays. The GSP system is designed to extend benefits to sectors 
of developing countries which were not competitive internationally. 
According temporary preferential treatment to these developing 
nations would enable them to develop their infant industries in 
order to compete with developed countries on an international 
scale. Long term benefits of GSP treatment include increased 
exports and foreign exchange earnings, a diversified economy, and 
reduced dependence on foreign aid. 

Correspondingly, U.S. companies and workers benefit from the 
GSP program because they are able to produce consumer goods in 
greater quantity and at cheaper prices by sourcing their product in 
GSP beneficiary countries where they can benefit substantially from 
preferential tariff rates. Lower tariff rates are passed on to 
U.S. consumers in the form of lower prices which translate into 
increased sales. Accordingly, more sales and administrative staff 
are hired to handle increased demand. Independent service 
operators, such as shipping companies, cargo haulers, and import 
brokers, also directly benefit from the increase in demand for 
these products. 

Termination of the GSP program would impede the further growth 
and development of artisan industries, such as ours, in India, 
Thailand, and the Philippines, and in other developing industries 
benefitting from the GSP program. Manufacturers in these countries 
would be unable to expand their capacity and production, and 
unemployment would increase. Such an outcome would undermine the 
benefits which the GSP program has provided to date. 

We urge the Congress to put aside short-term budgetary 
concerns and permanently extend the GSP program. GSP is a long- 
term investment that has done much to foster trade and development 
in the past and should continue to do so into the future. 



182 


Chairman Crane. Thank you. 

Mr. Davis. 

STATEMENT OF BENJAMIN N. DAVIS, ON BEHALF OF THE 

INTERNATIONAL LABOR RIGHTS EDUCATION AND 

RESEARCH FUND 

Mr. Davis. Thank you, Mr. Chairman. 

We appreciate the opportunity to testify before you on behalf of 
the International Labor Rights Education and Research Fund. The 
fund has filed numerous country practice petitions with USTR over 
the past decade and my comments will principally address some of 
the administrative issues raised in the GSP report. 

We support the extension of GSP. We believe that it is a crucial 
element of our Nation’s commitment to equitable and sustainable 
development. We believe that the worker rights provisions of GSP 
are also crucial to maintain that development as equitable and sus- 
tainable. 

We generally endorse the observations, the suggestions made by 
GAO in its report concerning the worker rights aspects of the coun- 
try practice petitions, and I will just highlight some areas of agree- 
ment and a couple of areas where we disagree with the administra- 
tion proposals made last year. 

Specifically, first, the GAO recommends that review of country 
practice petitions be placed on a more flexible time schedule. We 
endorse that suggestion. However, we do not agree with the admin- 
istration’s proposed two-phase system. We think that would make 
review more cumbersome and that it would not be consistent with 
the flexibility that the GAO recommends in their report. 

We support the recommendation that guidelines that are used in 
deciding whether or not to accept country practice petitions be 
made public. 

We think that USTR ought to be required to accept any petition 
that is not frivolous, and I think the experience that we have had 
bears out that in general petitions that are submitted by worker 
rights advocates are not found to be frivolous petitions. 

We strongly support the recommendation that the new informa- 
tion standard be clarified to prevent a situation where a country 
can avoid continuing review simply by indicating— by giving lip 
service to the idea of compliance with the worker rights provisions 
of the statute and not actually making substantive compliance. 

We also strongly endorse the recommendation that the range of 
potential sanctions be expanded to give additional flexibility. It is 
true that it often becomes problematic when you have a country 
that is a significant GSP beneficiary and you are faced with a situ- 
ation of the only alternative being cutting off all benefits or not 
continuing the review. We think that there is room for more cre- 
ativity with the sanctions in that area. 

We also believe, in addition to the recommendations made by 
GAO, that two other recommendations we would make would be to 
eliminate the taking steps language that is, in fact, inconsistent 
generally with the recommendations of the GAO report for flexibil- 
ity in terms of both the kind of sanctions available and the time- 
frame in which they are to be applied. And we also would hope that 
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the issue of petitioner standing to seek judicial review would be 
clarified in any extension legislation. 

In summary, the fund befieves that the GSP can be both a vehi- 
cle for promoting global development through trade rather than aid 
and a means of stimulating democratic political participation in de- 
veloping countries by guaranteeing respect for internationally rec- 
ognized worker rights. 

Thank you. 

[The prepared statement follows:] 
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STATEMENT OF BENJAMIN DAVIS, 

INTERNATIONAL LABOR RIGHTS EDUCATION AND RESEARCH FUND, 

BEFORE THE SUBCOMMITTEE ON TRADE, 

COMMITTEE ON HAYS AND MEANS, 

UNITED STATES HOUSE OF REPRESENTATIVES, 

FEBRUARY 27, 1995. 

The International Labor Rights Education & Research Fund 
appreciates the opportunity to appear before the subcommittee 
today In support of extension of the Generalized System of 
Preferences program. 

The Fund Is a non-profit organization dedicated to assuring 
that all workers labor under reasonable conditions and are free 
to exercise their rights to associate, organize and bargain 
collectively. Since 1987, the Fund has filed more than 20 country 
practice petitions under the GSP statute. 

GSP Is an Important component of the United States ' 
commitment to equitable and sustainable global development. 

While the Uruguay Round Agreements will reduce tariff barriers 
over the next decade, the least-developed economies still need 
protected access to United States markets. It Is true that the 
current GSP program Is skewed towards a relatively small number 
of beneficiaries. He believe, however, that a redistribution of 
benefits Is preferable to elimination of the entire program. 

The worker rights provisions of GSP are crucial to ensure 
both that workers In the U.S. are not threatened by an artificial 
competitive advantage that violates fundamental International 
labor standards, and that the basic rights of workers in 
beneficiary countries are not trampled in the rush to Join the 
global economy . 

The current worker rights provisions have been modestly 
successful In curbing egregious worker rights violations. 

However, several factors have prevented the law from being used 
to Its full effect. The Fund supports the principal 
recommendations of the General Accounting Office^ to improve the 
administration of the worker rights provisions of GSP: 

1 . Review country practice petitions on a separate and more 
flexible time frame from product petitions that better fits 
their different dynamics. 

The annual petition cycle should be made more flexible to 
accommodate rapidly changing events in beneficiary countries. 

The administration has proposed a two- stage review process which 
lengthens the review cycle. ^ Under this proposal, USTR would 
conduct a preliminary review, during which it would seek comments 
from the beneficiary country and conduct an interagency 
investigation. If the petition were accepted for "full formal 
review, " USTR would hold hearings and Issue a decision within one 
year of the filing of the petition. The proposal does not state 
what criteria would be used to distinguish a full formal review 
from a preliminary review. On balance, the administration's 
proposal should be rejected because It Increases the duration and 
reduces the flexibility of the review process, and because It 
gives USTR the kind of discretion to reject petitions that has 
been susceptible to political pressure in the past. Instead, 

USTR should accept all non- frivolous petitions on a flexible 
schedule, and act on them promptly. 

2. Make public the guidelines used in deciding whether or 
not to accept country practice petitions for full review. 

USTR should be required to accept any non- frivolous 
complaint. The administration's reform proposal would require 
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USTR to accept any petition containing allegations that are 
"factually correct and of a serious nature" with respect to any 
enumerated worker rights criterion. This language is 
acceptable, provided that petitions are given a presiomptlon of 
correctness. Otherwise, USTR will continue to have broad 
discretion to accept or reject a petition, which has been 
employed in the past to serve political ends. 

3. Clarify the "new information" standard in the GSP 
regulations to Indicate that failure of a BDC to fulfill the 
promised of progress that were instrumental in the decision 
to deny a petition would constitute substantial new 
information that could be the basis for acceptance of a 
petition. 

The current "no new information" standard has no basis in the 
statute. Furthermore, the standard is illogical: because "the 
concept of making progress to meet international standards is at 
the heart of GSP country practice provisions," It la 
contradictory to reject petitions on the grounds that the worker 
rights situation In the beneficiary country Is not getting worse . 

4 . Take all steps necessary to expand the range of sanctions 
that can be taken when BDCs have not met GSP country 
practice standards to Include partial sanctions when 
appropriate 

To balance the requirement that reviews be of finite 
duration, petitioners and USTR should have the option of 
targeting particular products from industries that violate worker 
rights. Partial sanctions would give worker rights advocates 
greater strategic flexibility, allowing pressure to be applied on 
a beneficiary country without requiring a complete revocation of 
its GSP benefits. 

In addition to the GAO recommendations, the Fund believes 
that Congress should strengthen the substantive worker rights 
criteria of the GSP law. The "taking steps" language should be 
deleted, at least with respect to fundamental freedoms of 
association, organization, non-discrimination, and non-coercion. 
This language is not only unenforceably vague; it thwarts the 
intent of the statute by permitting regimes that violate worker 
rights to avoid sanctions with token reforms. Linking labor 
standards, such as wages, to a country's level of development is 
acceptable. But rights that are essential to democratic 
participation, such as the freedom of association, cannot be 
subordinated to the self-interests of national elites. Further, 
the statute should clarify petitioners' standing to seek Judicial 
review of USTR decisions. 

In summary, GSP can be both a vehicle for promoting global 
development through trade rather than aid, and a means of 
stimulating democratic political participation in developing 
countries by guaranteeing respect for internationally- recognized 
worker rights. 


1. United States General Accounting Office, International Trade; 
Assessment of the Generalized System of Preferences Program, 
GAO/GGD-95-9, November, 1994, at 123. 

2. Administration Proposal on Renewal of the Generalized System 
of Preferences (GSP) Program, May 16, 1994, Annex at 4-5. 
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Chairman Crane. Thank you, Mr. Davis. 

Mr. Rangel. 

Mr. Rangel. I have no questions, Mr. Chairman. 

Chairman Crane. Mr. Ramstad. 

Mr. Ramstad. Thank you, Mr. Chairman. 

I would like to direct this question to any or all of the witnesses. 
Recently, we have enacted several temporary extensions, as you 
know, of the GSP Program, and I would like to inquire as to wheth- 
er these temporary extensions of the program have led to any dis- 
ruptions for beneficiaiy countries or for your respective businesses 
who use the program? 

Ms. Lanier. Well, Mr. Ramstad, the temporary nature of the pro- 
gram, since it has expired actually twice and then was retroactively 
passed, has had huge implications for importers all over the coun- 
try. I think you were out of the room when we were talking about 
some of the smaller importers that are members of our coalition, 
many of whom have very small importing operations, maybe 10 to 
12 employees, where they have been doing GSP for awhile, and 
suddenly they have a cash duty due on a certain date, July 31, 
now, 1995, and may not have the money to cover the duty. 

I talked about a case of a company in Sarasota, Fla., where for 
this particular company the $5,000 duty that was due required the 
owner of the company to go out and get a loan. For some smaller 
businesses that may not even be an option. 

A couple of years ago when I was the secretariat for this coali- 
tion, I had an importer on the phone crying to me the day before 
the program expired, “I can’t get a loan. I can’t enter my merchan- 
dise.” So it is hugely disruptive. 

Mr. Weiser. If I may follow on that remark. There are additional 
considerations for a business beyond cash flow. Obviously, there is 
a matter of long-term strategic business planning, seeing where a 
business can develop and source its production and try to strenrth- 
en through diversification where it is sourcing product both within 
a country and within an arena of countries. 

So, to that extent, having the stop-and-start-again nature of the 
GSP extension has been something that Department 56 continues 
to grapple with. I can well imagine that for the beneficiary coun- 
tries’ internal planning, as well, there is little guidance that they 
can take from seeing a long-term program turn on and off and be 
held in some question as to whether it will be continued for a 
meaningful period of time — ^in a town that is on the outskirts of 
Manila, we have seen over the past several years funding for public 
projects by the Philippine Government increase and then at times 
turned off and at later times been renewed. We are not certain 
whether that is in response to GSP and whether funding for these 
projects is going to be renewed or not. 

^^at we are seeing is that the community there has been 
strengthening, nevertheless, because thanks to those infrastructure 
developments, the private vendor facilities for our vendors and for 
other giftware distributors, have been able to take hold. And we 
are seeing as a result, a general improvement, from what 
businesspersons can see, in the quality of life for people in that 
township. 
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Mr. Shulman. In addition to those considerations, there are sev- 
eral others. For example, in some instances, if GSP is jeopardized, 
it poses hazards for U.S. consumers in the area of safety. For ex- 
ample, my firm represents one client that manufactures a substan- 
tial volume of electric components that are used in the building in- 
dustry, many of which are required to be placed in houses accord- 
ing to building codes. A substantial percentage of the total is built 
and imported from GSP countries and obtain GSP benefits. 

If those products are not imported, and available at reasonable 
prices, the price of housing, obviously, will go up; and people may 
try to cut corners and use cheaper products or no products at all 
in building their houses. 

Second, we have heard Robin and Mr. Weiser talk about the ad- 
verse effects on small business if GSP is abolished. So, too, is the 
case with larger businesses. For example, a substantial number of 
electronic components which go into U.S.-made automobiles are im- 
ported from countries such as Brazil. We know, for example, that 
the sticker price of new automobiles has increased dramatically in 
the past 5 years. I am in the market for replacing my automobile 
now and it has gone from $17,000 in 1989 up to $24,000 for the 
exact same automobile in 1995. 

Third, as a Customs attorney, I would be remiss in not mention- 
ing some of the difficulties which the Customs Service has had in 
the past as a result of this on-again-off-again approach to GSP. In 
the past, when GSP has expired, entries have been kept open or 
they have been liquidated and then Customs has to go back and 
reliquidate them, which causes them an immense amount of trou- 
ble and administrative burden as well as difficulties, as Ms. Lanier 
and Mr. Weiser already stated. So it is not only a burden on trade, 
it is a burden on government administering the prom-am as well. 

Mr. Ramstad. You four witnesses have done an eloquent job of 
articulating the merit of the GSP Program. I think all of us under- 
stand, certainly from a microeconomic standpoint, as well as a mac- 
roeconomic standpoint, the importance of the program in terms of 
our businesses here. 

From a geopolitical standpoint, the stated intent of the program 
is to promote economic growth and political stability in the develop- 
ing nations. Have any of you in your trade dealings witnessed this 
broader policy objective being accomplished? Are we making 
progress on these fronts? 

Mr. Shulman. I sort of anticipated that question. I hope I don’t 
risk overstating my case in my rather personal response. My dad 
was born in 1920. He just turned 75 on February 2. He is a child 
of the Depression, and a child of World War II. In 1942 he volun- 
tarily enlisted in the military and was stationed in Scotland, 
France, Belgium, Germany, the Philippines and Japan. I was bom 
in 1948. 

I am a child of the cold war. During my childhood, I remember 
ducking under desks eve^ week for air raid practice, and I remem- 
ber the Cuban missile crisis when my mom stocked up in the base- 
ment with numerous provisions. It seems to me that more than any 
other reason for extending GSP, and we have mentioned most of 
the important ones here, national security may be the most impor- 
tant one. 
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It seems to me, even though I can't prove it, that in the past, if 
we had not supported the economies of places like South Korea and 
Taiwan and Hong Kong with this proCTam, and now those places 
have been graduated, and I think ri^tfully so, there may have 
been more problems in those places than we had. We just don’t 
know. 

In the future, if we don’t support countries like Russia and all 
the other former members of the Soviet Union, we don’t know what 
sorts of problems we can get ourselves into. We do know that after 
World War I, the Allies substantially weakened the economy of 
Germany, and we know what the result of that was. So the only 
thing I can say to you is, yes, it is true that extending this program 
may not help, that is anybody’s call, but if we don’t try, then the 
consequences will be our fault. 

Mr. Ramstad. Thank you very much, Mr. Chairman, and all of 
you. 

Chairman Crane. Mr. Weiser, did you want to comment? 

Mr. Weiser. If I could. 

In addition to the creation of jobs, which our statement indicated 
with respect to our industries, we have also seen over the past sev- 
eral years an improvement in intellectual property protections in 
Thailand, a beneficiary country for which I understand several 
years ago there was considerable concern over whether the United 
States and other countries were achieving the benefits of modem 
intellectual property protection. We at least have not been experi- 
encing any difficulty of that type among our products that are gen- 
erated in Thailand. And those that are coming out of Thailand are 
some of the most distinctive in our line. 

Mr. Davis. Could I respond, also? 

I think from the perspective of a worker rights advocate, the 
premise of GSP, which is that we can promote democratic political 
development through trade, gives us a mixed result. Clearly, there 
has been some — the worker rights provisions attached to GSP since 
1984 have had some effectiveness. They have created some lever- 
age with political regimes that have a record and have a history 
of violating worker rights. 

We think, and in part it is due to some of the administrative ob- 
stacles that I outlined, in part perhaps due to some other political 
factors and to the limits oi the program itself, that the progress so 
far has been mixed. We have not seen the type of response that we 
would like to see in that area. But it does seem that democratic po- 
litical development — I will stop there. 

Chairman Crane. I want to thank you all for giving of your time 
so generously, and also for your input on GSP extension, and look 
forward to guaranteeing that come in July we are going for it. 

I thank you for your testimony. 

The subcommittee is adjourned. 

[Whereupon, at 4:30 p.m., the hearing was adjourned.] 

[Submissions for the record follow:] 
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Before the 

Ways and Means Trade Subcommitte 
U.S. House of Representatives 

Statement of 

The American Chamber of Commerce of the Dominican Republic 
Supporting Extension of the General System of Preferences 

BAarch 13. 1996 


The American Chamber of Commerce of the Dominican Republic 
strongly supports the extension of the GSP program for a minimum 
period of ten years, as was Initially provided in 'Dtle V of the Trade Act 
of 1974. This additional period of time will give Industries in the 
Dominican Republic the proper time to plan and continue expansion 
of their operations. 

Since Its implementation In 1975, the GSP program has been 
essential In furthering the economic development and social 
advancement of the Dominican Republic. This program has allowed 
the country to Increase exports and foreign exchange earnings, 
needed to diversify the economy and reduce dependence on 
traditional sectors and on foreign aid. 

The Dominican Republic has become the sixth most important trading 
partner of the United States in the hemisphere, and the largest among 
CBl countries. Bilateral trade has cUmbed to approximately $6 billion 
emd of the forty- seven nations comprising Latin America and the 
Caribbean, the Dominican Republic's trade with the United States is 
surpassed only by Mexico, Brazil. Venezuela, Colombia and Argentina. 
The GSP and CBI programs played an important role In which is now 
an Impressive reality. A true example of this, is the tremendous 
growth experienced In the Dominican free zone operations. 

Free zones are the fastest growing sector of the Dominican economy. 
At present 476 companies operate In the countiy's thirty -one free 
trade zones, emplo^ng more than 176,000 workers. Most of 
businesses are either subsidiaries of U.S. companies, or afllllated with 
U.S. companies In one way or another. Free zone companies account 
for approximately one-third of the Dominican Republic’s exports, and 
ninety-six pereent of these exports go to the United States. 

The GSP program has been of significant beneht to the United States 
because of many "production-sharing" arrangements between 
businesses In our countiy and In the United States. Significantly, 
since 1986 the United States has had a consistent surplus in 
merchandise trade with the Caribbean Basin countries. Now that 
NAFTA has gone Into effect, extension of the GSP prt^am Is essential 
for businesses In our countiy and elsewhere in the region. In order to 
maintain their competitiveness with suppliers in Mexico, and to help 
us compete with Far Eastern suppliers. 

The continuation of the GSP program will also enable CBl countries to 
attract foreign investment, an essential Ingredient for their continued 
economic development consistent with the pro- free trade declciratlons 
made at the Summit of the Americas. 

In conclusion, the American Chamber of Commerce of the Dominican 
Republic stron^y urges Congress to extend this vital program for a 
minimum ten-year period. 
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SUBMITTED STATEMENT OF MARK A. ANDERSON, DIRECTOR, TASK FORCE ON TRADE 
AMERICAN FEDERAT ION O F LABOR AND CONGRESS OF INDUSTRIAL ORGANIZATIONS 
TO THE COMMITTEE ON WAYS AND MEANS, SUBCOMMITTEE ON TRADE 
U^. HOUSE OF REPRESENTATIVES 
ON THE GENERALIZED SYSTEM OF PREFERENCES 

Febniaiy 27. 1995 


The AFL-CIO appreciates the opportunity to present its views on the possible extmsion of the 
Generalized System of Preferences (GSP) and paiticulariy on the worker rights omditionality contained in 
the statute. 

The linkage of worker rights to trade benefits under the GSP can be a powerful instrument to 
oicouiage the adq>tion of internationally recognized labor rights and standards, and thus suppmt the basic 
premise of this govemmait program to promote equitable economic growth and social progress in the less 
developed world. We are conconed htm^er, that the program is often opoated as an expensive foreign 
aid program to support short-term foreign policy c^jectives and to provitk financial benefits for U.S. and 
foreign multination^ corporations through the granting of zero tariffs for their products entering the U.S. 
market. 


Any extension of GSP should include improvements in the implementation of worker rights 
conditionality, the graduation of participant countries that are successful exporters, the exclusion of import 
sensitive items, the elimination of competitive need Umit waivm, and a prohibition on the addition of China 
to the program. 

The Generalized System of Preferences, auhcted by Congress in 1974, provides duty-free treatment 
for eligible articles exported to the U.S. from "benefictary developing countries'* (~BDCs”). The guiding 
principle of the program, reflected in the original legislative history, is that giving BDCs a temporary trading 
advantage through duty-ftee treatment of exports would encourage long-tenn, sustainable developmait, 
thereby reducing the n^ for unilateral U.S. aid and increasing demand for U.S. products. The initial 
program failed to accomplish any measurable develc^ment goals. As Congress expressed in the legislative 
history to the first rene^ of GSP in 19S4, the bmfits of the program were largely restricted to the 
"privileged elites” in the develof^g countries. To solve this problem. Congress amend^ GSP in 1984 by 
adding a new requirement for eligibility as a BDC - now a country must be "taking steps" to comply with 
"internationally recognized worker rights.” This provision was designed to improve the situation for workers 
in BDCs. who could be expected to gain a greater share of the economic boiefits flowing from the GSP 
program. In addition, Congress was concerned that the lack of worker rights acted as an inducement for 
U.S. -based firms to transfer production to BDCs, thweby displacing U.S. workers. 

The APT-'CIO believes that the 1984 anwidments have not been as effective as intended in achieving 
the development goals of GSP. Since 1985, thae have beat a total of 95 petitions concerning worker right’s 
eligibility under GSP. Of this number, 34 were summarily rqectod by the Administration, and therefore 
not subject to any review. Thirty-nine were accepted for review and the other 22 were petitions on cases 
already accepted but continued over multiple petition periods. 

As a result of eight years of activity, seven countries experienced a withdrawal of benefits on worker 
rights grounds. Another three saw these benefits withdrawn as a result of the Executive Branch's general 
review in 1987. Today only five countries-Burma, Mauritania, Liberia, Sudan, and Syria continue to be 
denied preferentia] access. 

The AFL-CIO believes that a far greater number of countries are not adhering to internationally 
recognized worker rights and their continued eligibility is due to a fiulure to apply clear standards, and a 
review process that is opaque and incoisistent. 

Amendments are necessary to ensure ai^>ropriate oifoioement of the worker rights provisioi and to 
implement the intent of Congress in passing the original GSP program. 
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CltitfvlM the SUndird of ’IntematloiMlIv Recofnln^ WitHur 

The di3credon to detennine whether a country has been 'taking steps” has been used by the 
Executive Branch to avoid implementation of the worker rights provision. This has allowed countries who 
abuse worittr rights to continue receiving millions of dollars in GSP benefits without fulfilling the 
requirements of the statute. For example, two countries-Indonesia and Malaysia— curraitly subject to 
worker rights petidons-have been found over the years to be 'taking steps,' while sdll denying workers 
their basic rights. 

The worker rights provision is the only condition to GSP eUgibiUty that includes the 'taking steps" 
language. The 'taking steps' language should be deleted and the phrase, 'has adopted and is enforcing 
laws” that protect internationally recognized worker rights be substituted. This change will provide a clear 
standard upon which Judgements can be made, and still leave the President with discretion to continue GSP 
benefits, notwithstanding a country's Mlure to meet the requirements, after the President reports to the 
Congress his determination that it is in the economic interests of the U.S. to do so. 

Improving the Procedures of the GSP Review Process 

There is general agreement that the present GSP review has suffered from arbitrary determinations, 
largely due to the lack of clear rules. The AFL-CIO believes that new regulations are needed to make the 
review process more transparent, predictable and consistent. We are particularly ccmoemed that more than 
one-third of the worker rights petitions submitted over the last eight years were not even reviewed. 

At minimum, new regulations should include the following elements: 

* Any petition tiled shall be accepted for review unless there is a specific 
finding that the petitimi is frivolous. 

* Any person may tile a petition seeking the withdrawal of the designation as 
a beneticiaiy developing country for failing to meet the worko* rights criteria 
of the statute. 

* Failure to meet the worker rights criteria in specific sectors can result in a 
partial withdrawal of benefits. 

This last point is particularly important. The U.S. should be able to address ^lecitic problem areas 
without penalizing the oitire country. 

General Review 

The best way to judge wh^er any nation meets or fails to meet the eligibility requirements of this 
statute is through continued review. Most nations which are currently judged to be eligible to receive GSP 
benefits have not been subject to a comprehensive review. The AFL-CIO believes that a review of 
additions in beneticiaiy developing countries should be required every three years. 

CouBtry Graduatton 

One intention of GSP was to improve the economic condition of developing countries by temporarily 
helping them to increase exports to the U.S. Today, the majority of GSP duty-free imports are accounted 
for by just three of the more than 120 BDC’s. Those countries, Malaysia, Thailand, and Brazil are 
successful and substantial exporters, and are no longer in need of preferential treabnoit. All enjoy bilateral 
trade surpluses with the U.S. Their graduation would reallocate GSP benefits to countries that have greater 
need. 


Thoe is ample precedent for such an actirm. President Reagan, when he announced in 1988 his 
intenticm to graduate Singapore, Korea, Taiwan, and Hong Kong from the GSP program, stated that these 
countries had 'achieved an im]mssive level of economic development and competitiveness, which can be 
sustained without the preferences provided by the program.” The same, particularly with r^ard to their 
intemationa] comp^tiveness, can be said for Malaysia, Thailand, and Brazil. Finally, graduation would 
also substantially reduce the cost to the federal budget of this program, and make a multi-year extension 
feasible. 



Current statute eicludes fnm du^-ftee treatment oertain import senntive items, including textile and 
apparel articles, watches, footwear, hambags, luggage, flat goods, wnic gloves, leadin’ apparel, and certain 
dectronics, steel, and glass [moducts. The AFL-C10 believes these exclusions must be maintained. At a 
time when the U.S. is experiencing reond merchandise trade deficits, the country can ill afford to further 
harm those domestic industries and wmicers that have been negatively impacted by imports. 

Competitive limit* 

Competitive need limits were originally legislated to qiread GSP benefits among boieticiary 
developing countries and to prevent undue harm to domestic industries ftom competitive products receiving 
duty-fince treatment. Under competitive need limits, if imports of a fnoduct from a BDC exceed a certain 
dollar amount, or rcfnesent more than half of total U.S. imports of that product in a calendar year period, 
GSP treatmoit must be removed and the normal rate of duty restored. Under certain circumstances, 
however, the President can waive the dollar and import share competitive need limits, thereby continuing 
duty-free treatment. 

The AFL-CIO believes that the waiver authority has been abused in the past, and should be 
eliminated. 

CHINA AND GSP 

Under current law, the President is {Hohibited from designating as a BDC a country which is 
communist, unless its goods receive MFN treatment, is a GATT contracting Party and a member of the 
IMF, and is not controlled by international communism. It is posable that China may soon fulfill these 
criteria and thoefore be eligible for GSP designation. To ensure that this possibility does not occur, the 
AFL-CIO urges that China be added to the list of GSP in^igible countries found in Sec. 502. 

The GSP continues to hold out the promise of promoting equitable social and economic development. 
These needed changes will bring us closa to realizing that goal. 



193 


Much 13, I99S 

The Honord>le Philip M. Crane 
Chainnan, Subcommittee oq Trade 
Committee on and Means 
U.S. House of Rqvesentatives 
1 102 Longwoth House Office Building 
Washti^on, DC 20513 

Dear Chairman Crane; 

In response to the Trade Subcommittee’s request for written comments on 
an extension of the U.S. Generalized System of Preferences (GSP), Apple 
Computer, Inc. wishes to express its strong support for legislation to renew the 
program beyond its July 31 expiration date. In particular, Apple urges the 
Subcommittee to ensure that the GSP is renewed on a long-term basis and that 
Malaysia’s status as a beneficiary country is preserved 

Headquartered in Cupertino, California, Apple is one of the world’s largest 
personal computer manufacturers with sales of $9.2 billion in 1994 and 
employment of 1 5,000. Almost 1 0 percent of Apple’s total worldwide revenues 
are reinvested in its research and development base, and 90 percent of the 
workforce dedicated to this base is located here in the United States. 

Apple relies on the GSP program to import personal computers and 
components from Malaysia free of duty. A failure by Congress to renew the GSP 
automatically would result in the imposition of a 3 .5 percent duty to these 
products, forcing Apple to bear substantial additional duty costs annually. 

The GSP, by helping Apple contain costs, makes an important contribution 
to our U.S. operations and workers. The GSP’s duty savings apply both to 
finished personal computers and to the logic boards we import from Malaysia for 
further processing and incorporation into our U.S.-made computers. Holding 
down the cost of this key component strengthens the competitiveness of the 
finished product, and directly benefits the Apple workers in California and 
Colorado engaged in related manufacturing and assembly operations 

We wish to stress the importance of extending GSP benefits with respect to 
Malaysia in particular. Apple and most other major U.S. elecuonics 
manufacturers maintain strong manufacturing interrelationships with Malaysia, 
with duty-free GSP treatment undergirding much of this activity. Notwithstanding 
Malaysia’s ranking as the top GSP supplier, a continuation of its GSP status is 
warranted by Malaysia’s still modest level of economic development and is 
necessitated by U S. manufacturers’ strong reliance on Malaysian sourcing 

In conclusion, Apple strongly supports legislation renewing the GSP 
program on a long-term basis and the maintenance of full GSP benefits for 
Malaysia. 


Sincerely, 


Apple Coti^niter. Inc 

Appk' 1 iinrmnn.-ni A/Titrs 
Vk- lit! 

<.1Ul HO -INI 

k..- lFKIA\ 


William P. Fasig 

Corporate Manager. International 
Government Affairs 
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The Embassy of (he ArgeiUiiic Republic presents 
its compliments to the US House of Representatives < Ways & Means Committee, 
and has the honor to submit written eomineiits in favor of the rcauthorization of the 
Generalized System of Preferences (GSP). 

1. Tlie macroeconomics refonn program in place in Argentina has allowed and 
helped the private sectors' efforts to join the global market. Hie GSP allows tlic 
industrial sectors covered by the system to be more competitive vis a vis products 
manufactured by companies in developed countries that receive “Most I'avorabic 
Nation” (MFN) duty status. 

2. The possibility of greater exports increases (he installed capacity utilization, 
promotes new investments, the adoption of advanced technologies, and creates jo()s. 
Many investment opportunities and the supply of capital goods have (icen utili/ed by 
American companies: USA exports to Argentina jumped from USS 1.2 billons to 
U$S 4.5 billions between 1990 and 1994 (+ 279 %). In 1994, 50 % of total 
American exports to Argentina were capital goods. 11ns rclaiioiisliip is also 
experienced in other GSP beneficiary coiiiilrics. 

3. Strategic planning by enterprises requires a long icnn stable environment. I be 
Argentine exporting firms, as well as the American importing ones, that trade in 
eligible GSP products need the System to be reauiborizcd for several years, i.c. lO 
years. If the rcauthorization is for the short tenn, it will generate imcciiainly 
eroding (be benefits that inspired the introduction of the program. 

4. The Argentine Republic shares with the United States of America llic !i|)plication 
and philosophy of open markets and gives its full support to the rcaiilliorizalion of 
GSP which promotes economic developincnt through trade rather than through 
foreign aid. 


The Embassy of the Argentine Republic avails 
itself of (liis opportunity to renew to the US House of Representatives - Ways and 
Means Committee • the assurances of its highest consideration. 



TO THE US HOUSE OF REPRESENTATIVES 
-WAYS & MEANS COMMITTEE- 
WASHINGTON, DC 
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CONSUMERS 

FOR 

WORLD 

TRADE 2000 L Street. N.W.. Suite 200* Washington. D C. 20036 • (202) 785-4835 • Fax (202) 416- 1 734 


s\ationa{ Advisory Council 
C. FRED BERGSTEN 
ISAIAH FRANK 
HENDRIKS HOUTHAKKER 
PETER F. KROGH 
WILLIAM MATSON ROTH 
SEYMOUR J. RUBIN 
FRED SANDERSON 
PHILIP H TREZISE 

Directors 

DOREEN L. BROWN 

CxuuTTKn Tor Wr,ld TndE 


HARVEY E BALE, JR. 

Sr. Vice PViarmaoruiic&l 


March 17, 1995 

The Honorable Philip M. Crane 
233 Cannon House Office Building 
Washington, DC 20515 

Dear Congressman Crane: 

I am writing to urge you to renew for at least five more years the 
Generalized System of Preferences (GSP) program before it expires July 
31. 1995. 


TIMOTHY L ELDER 



JOHN R. FRAHM 

Muuftr, G<mrmni Ariliviiiu 


LEE GREENBAUM 

Tmie ConiultaM. Amerkan Aasociaiicn 
of EipontT? and Importen 

JOSEPH A GREENWALD 

AiUtnK>. tnl«nnii«nilT««de 


CHARLES P H6ETER. JR. 

Awkuic Oos^nanti* Aftaif* 

AfiAuf A«*kiw A Cs 

GARY C. HUFBAUER 

Senior Felkw, betilui* for 
bnomalioml Ecanmica 

JULIA K. HUGHES 

nit'uiaul Vice Preiidenl. 

AsKoaiao Meirhandiiins Corpopalion 

VIRGINIA H. KNAUER 

l>iiiieior of U* L' S OfTiw orComunef 
Afftin fni.l 


RUTH KURTZ 

Wuhuition Liabm, COErE 


Consumers for World Trade (CWT), a national, non-profit, non-partisan 
organization which focuses on the consumers' interest in international trade 
policy, strongly supports GSP renewal in order to lower the costs of goods 
of importance to many Americans. Many consumer products are imported 
duty-free under GSP, including electronics, sporting goods, wood 
furniture, and food products. GSP only provides duty free-benefits to non- 
import sensitive products, so the consumer can pay lower prices without 
harming U.S. workers. 

I understand that some believe, now that the Uruguay Round is reducing 
tariffs and Mexico has duty-free access to the United States under NAFTA, 
that GSP does not matter any more. Let me assure you that this is not the 
case GSP matters a great deal to American purchasers of goods and 
services. I strongly urge you to find a way to renew this important 
program before it expires on July 3 1 . 


Sincerely, 



ROBIN W LANIER Dorecn L. Brown 

EnvimnincM. Inumaliaiil Mou Rcuil Aun President 


FREDJ. MARTIN, JR. 

Scniot Vige PrtiidH 
ftwil nf Aiwnii (Hi ) 


BARBARA W NORTH 


MICHAEL A. SAMUELS 

Presiikn. Snuli biKnuiiaial 
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STATEMENT 

ON BEHALF OF THE COPPER AND BRASS FABRICATORS COUNCIL, INC. 

BEFORE THE SUBCOMMITTEE ON TRADE, COMMITTEE ON WAYS AND MEANS 
UNITED STATES HOUSE OF REPRESENTATIVES 

EXTENSION OF THE GENERALIZED SYSTEM OF PREFERENCES 


March 13, 1995 

This statement is submitted on behalf of the Copper and Brass 
Fabricators Council, Inc. (the Council) and its 22 member companies 
(see Appendix A for a list of the Council's members) . The Council 
is a trade association which represents the principal copper and 
brass mills in the United States. These mills together account for 
the fabrication of more than 85 percent of all copper and brass 
mill products produced in the United States, including sheet, 
strip, plate, foil, bar, rod, and both plumbing and commercial 
tube. These products are used in a wide variety of applications, 
chiefly in the automotive, construction, and electrical/electronic 
industries . 

The U.S. brass mill industry is an extremely import sensitive 
industry as evidenced by the antidumping and countervailing duty 
orders resulting from cases filed by Council member companies in 
the mid- 1980 's and their effects on the U.S. market. These cases 
resulted in 13 antidumping and countervailing duty orders against 
11 countries involving imports of brass sheet and strip and low 
fuming brazing rod. These orders continue today. Since the orders 
went into effect, the industry has experienced a marked decrease in 
imports from targeted countries. The industry also requested that 
the Department of Commerce monitor imports of brass sheet and strip 
from seven additional supplier countries, which had no presence in 
the market when the antidumping and countervailing duty cases were 
initiated, but whose inport levels increased dramatically after the 
antidumping and countervailing duty orders became effective. 
Several of the antidumping and countervailing duty orders and 
monitoring requests were against GSP eligible countries. 

As the Subcommittee deliberates on the merits of extending the 
Generalized System of Preferences (GSP) program, the Council urges 
the Subcommittee to consider the following two issues; (1) lowering 
the threshold for the competitive needs limit test for articles, 
and (2) lowering the per capita gross national product (GNP) 
threshold for GSP eligibility for countries. 

Under the current statute, if exports from a GSP eligible 
country exceed the threshold set forth in the statute, either in 
dollars or percentage of total export value to the U.S. for an 
article, the country is not treated as a beneficiary country for 
that article. In 1994, the threshold dollar amount is expected to 
be approximately $110 million calculated using U.S. GNP for 1974 as 



197 


Che base. The percentage threshold as outlined in the statute is 
50 percent of the total appraised value of total U.S. iir^orts for 
an article for developing countries and 2S percent for more 
developed countries. 

For industries such as the brass mill industry where total 
world imports of all brass mill products total only $600 - 800 
million dollars per year, it would be difficult for any one country 
to meet the dollar threshold. It would be even more difficult or 
inpossible to meet the percentage threshold when measured against 
U.S. imports from more than 55 countries worldwide. Having a 
threshold so high basically allows a 6SP eligible country to export 
to the U.S. without having its eligibility threatened. More 
developed countries such as Malaysia and Brazil are just as 
conpetitive in the brass mill industry as countries like Germany 
and Japan yet they enjoy the benefits of GSP for brass mill 
products . 

The current statute also sets a per capita GNP threshold for 
more developed countries to "graduate" from the GSP program. For 
1993, Che per capita GNP threshold was set at approximately 
$11,300, and for 1994, the threshold is expected to be 
approximately $11,800. The idea of GSP is to accord benefits to 
less developed countries until the countries are able to compete in 
the world market place sufficiently, not until they are fully 
developed. There are countries that are not GSP eligible but have 
less than $11,300 in 1993 GNP such as S. Korea. Very few would 
argue that S . Korea is a less developed country that needs GSP 
benefits even though its GNP was Car less than the threshold 
amount . 

The Council opposes any extension of the GSP program with the 
existing competitive needs limit and the per capita GNP thresholds. 
Both are too generous given the enormous U.S. trade deficit and the 
highly industrialized character of many so-called developing 
countries. Such high ceilings benefit those countries whose 
exports to the U.S. are competitive with U.S. producers and with 
imports from developed countries. Maintaining the thresholds at 
the present level results in real costs in the form of lost revenue 
to the U.S. Government. At a time when the U.S. Government is 
cutting benefits for its own people, it cannot and should not "give 
away" benefits to foreign countries which no longer need them. 

As the Subcommittee formulates extension language on GSP, the 
Council requests that it look very carefully at the current statute 
dealing with these issues. The thresholds set forth in the current 
statute benefits countries that are sufficiently developed to 
export to the U.S. without GSP treatment. As a recent General 
Accounting Office study shows, GSP program benefits go to more 
developed countries rather than less developed countries. 

In summary, the Subcommittee should carefully address these 
issues before extending the GSP program. Any extension should be 
faithful to the basic premise of the GSP program; that is 
assistance to less developed countries, not subsidies to developed 
countries' exports into the U.S. The Council urges the 
Subcommittee to not permit a reauthorization of the program before 
making these critical changes in eligibility standards. 


Respectfully submitted. 



Attachment 
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OOPPn A BAAS* PABRXCATOM COOHCXX., IHC. 

ittiiBmsHip Liar 

Fabruary lA, 1995 


AaSOHXA OOPPBA A EKUA, XNC. 
P.O. BOX 109 
AnaoniB, CT 06401 
(203) 736-2651 

CUUtO OOPPn PKOOaCTB ookpamt 
(A nwfflbar of Tha Hamon 
Group of coopaniaa) 

P.O. BOX 66800 

8t. Loula, HO 63166-6800 

(618) 337-6000 

CBIUtO KBTAL PRODUCTS OOMPAKT 
(A manbar of Tha Hannon 
Group of coopanlaa) 

P.O. Box 388 
Ballafonta, PA 16B23 
(814) 355-6230 

CBASB BRASS A OOPPBR CO., IRC. 
P.O. BOX 152 
Honfcpallar, OH 43S43 
(419) 485-3193 

CHICAGO BXTRUDBD MBTAX3 00. 
1601 South 54th Avanua 
CLcaro, XL 60650-1898 
(708) 656-7900 

BXTRUDBD ICBTAX.S 
302 Aahflald Straat 
Balding, Ml 48809 
(616) 794-1200 

HAI3TBAD IMDUSTRXBS 

300 Korth Graana Straat 
Suita 400 

Graanaboro, NC 37401 
(910) 272-1966 

BBTCO MBTALS, XMC. 

Stinaon Drlva, Rd. 9160 
Raading, PA 19605 
(215) 926-4131 

HUSSBT COPPER LTD. 

Haahingrton Straat 
Laatadala, PA 15056 
(413) 251-4300 

BOBS COPPBR PRODUCTS, XRC. 

P.O. Box 160 

Pina Hall, RC 37043 

(910) 427-6611 


MUELLBR XMDUSTRXBS, IHC. 

2959 Rorth Rock Road 
Wichita, K8 67226-1191 
(316) 636-6300 

GLXR CORPORATXOH-BRASS ORfMTF 
427 R. Shamrock Straat 
Baat Alton, XL 62024-1174 
(618) 358-2000 

OUTOKUMPU AMBRXCAM BRASS 
P.O. BOX 981 
Buffalo, MY 14240-0981 
(716) 879-6700 

PHX INDUSIXXBS, IRC. 

5300 Willow Craak Drive, SH 
Cedar Rapida, lA 52404-4303 
(319) 368-7700 

RBVBRB OOPPBR PRODUCTS, XMC. 

P.O. Box 300 

Roma, MY 13442-0300 

(315) 338-2022 

UXXRXCH COPPBR, XRC. 

3 Mark Road 

Kenilworth, NJ 07033-9979 
(908) 688-9260 

WATBRBURY ROLLXMO MILLS, INC. 
P.O. Box 550 
Watarbury, CT 06720 
(203) 754-0151 

WBSTBRM RBSBRVB MANUFACTURXNO 
COMPANY, XNC. 

5311 Waat River Road, North 
Lorain, OH 44055 

(316) 277-1226 

WXBLAMD MBTALS SBRVXCB CBMTER 
567 Northgata Parkway 
Whaaling, XL 60090 
(708) 537-3990 

WOLVBRXRB TUBS, XRC. 

Parimatar Corporate Park 
Suita 210 

1535 Parimatar Parkway 
Huntavilla, AL 35806 
(205) 353-1310 


im xa*-* AMBRXCA 

135 Old Boiling Springe Road 

Shelby, HC 38150 

(704) 483-8200 

TRB HXIAHR OOMPARY 
290 Pratt Straat 
Meriden, CT 06450-1010 
(303) 235-4474 


Coppm A Bran FArieatort Coundl. Inc. 
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cypRus 


Cyprus Foote Mneral Cofnpany 
MaHohtoyInnOilM 

KhiOBMounteln, North Carobia 28086-0688 
(704)73»2S01 

Pax (704) 734-0208: Telex 173176 


STATEMENT OF 

CYPRUS AMAX KIKERALS COMPANY 
REGARDING THE RENEWAL OF THE 
UNITED STATES GENERALIZED 
SYSTEM OF PREFERENCES PROGRAM 


I. Introduction 

No atm writing to support th« rsnswal of the United States 
Generalised Systea of Preferences ("GSP") Progran. Cyprus Anax 
supports the renewal of the progran In Its current fom. 

Cyprus Anax owns and operates lithium mining and lithium 
chemical processing facilities at Kings Mountain, North Carolina 
and Silver Peak, Nevada. In addition, Cyprus Anax owns and 
operates lithium chemical processing facilities at Sunbrlght, 
Virginia, and New Johnsonville, Tennessee. Cyprus Amax also 
Imports lithium carbonate duty free from Chile under the GSP 
program. Idthlum carbonate has enjoyed duty free treatment under 
this progran since 1967.^ As a result of a petition filed by 
Cyprus Foote Mineral Company In the 1991 Annual Review, lithium 
carbonate from Chile was granted a waiver of the program's 
competitive need limit. 

II. aimv/s Experience with the Program 

The United States Is the world's leading producer, consumer 
and exporter of lithium and lithium products, including lithium 
cai^nate. From 1986 through 1991, the United States exported 
aK^roxlnately 2200 metric tons of lithium and lithium products 
per year, while imports during the same period averaged 
approximately 740 metric tons per year. 

The primary comoBerclal markets for lithium carbonate are the 
production of primary aluminum metal, glass, ceramics, frit and 
porcelain enamel. Lithium carbonate is also the primary raw 
material for the production of other important compounds used In 
certain lubricants and greases, air conditioning systems, lithium 
metal production, naval submarine air purification systems, and 
synthetic ru)^r production. Additionally, lithium metal is used 
in commercial and military batteries, and other high-tech 
applications such as heart pace-makers and various military 
weaponry and hardware. It is clear that duty free access to this 
input product is beneficial to many U.8. industries. 

If lithium carbonate became dutiable upon importation into 
the United States, Chilean exports may be diverted directly to 
U.S. export markets, thus depriving the U.S. producers of 
important value-added revenue on downstream lithium products such 
as lithium hydroxide, lithium chloride and lithium metal. For 
this reason, we submit that continued duty free treatment under 
the GSP program is in the best interests of the U.S. lithium 
industry. He note that imports of this product from Chile are 


^ There was a brief tine period when Chile was suspended 
from beneficiary developing country status. However, Chile was 
reinstated in the program effective February 1, 1991. 


FOOTS 

LITHIUM i 
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granted duty free treataent into other developed countries such 
as Japan and the European Union. 

Despite duty free treatment of lithium carbonate from Chile 
(which accounts for approximately 99 percent of all iiq»orts of 
lithium carbonate into the United States] , the United States has 
remained a net exporter of lithium and lithium products. 

As noted above, duty free treatment for lithium carbonate 
encourages exports to the United States for value added 
processing. However, imports from Chile also allow Cyprus Amax 
to extract and utilize its U.S. lithium reserves in the most 
resource-conservative manner possible. Without GSP, this benefit 
could also be lost. 

The GSP program has enhanced the growth of the economies of 
the beneficiary developing countries in the program. For 
example, the mining of lithium carbonate is a relatively new 
Industry for Chile, the development and construction of which 
infused approximately 50 million dollars in 1983 and 2 million 
dollars per year in capital improvements over the last 10 years 
into the Chilean economy. In Chile, the development of this 
industry has helped to diversify the economy and reduce its 
dependence upon the fluctuating worldwide copper markets. 

Exports of lithixim carbonate and other products under the GSP 
program also help provide the necessary foreign currency to meet 
the foreign interest payments on Chile's external debt. Exports 
of lithium carbonate have had a positive effect on production and 
employment in Chile. 

The GSP program has worked in the case of lithium carbonate 
from Chile. It has benefitted both the United states and Chile. 
Renewal of the program should continue this trend. We submit 
that the experiences that Cyprus has witnessed with imports from 
lithium carbonate from Chile are not unique. Duty free treatment, 
particularly for products that are subject to value added 
processing in the United States, provides benefits for both the 
United States and its developing trading partners. The program 
should be renewed with the goal of continued enhancement of the 
economic development of these countries, particularly in those 
sectors where the developing countries are not competitive 
internationally. The benefits to the United States include 
access to less expensive input products that make the U.S. 
downstream industries more competitive. 

Additionally, increased exports from these countries make 
the countries more stable, creating export markets for U.S. 
products. The United States is a principal supplier of goods and 
services to Chile, maintaining approximately one-fourth of the 
Chilean import market. Major U.S. export products to Chile 
include machinery and equipment for mining, earth-moving, food 
processing and packaging, agriculture, chemicals, forestry, 
woodworking and pulp and paper. 

Finally, with the enactment of the North American Free Trade 
Agreement ("NAFTA") and the preferential treatment now afforded 
to Mexico, it is crucial that other developing countries in the 
hemisphere can maintain economic growth. The United States has 
expressed an interest in the future expansion of NAFTA to other 
countries in the hemisphere. We submit that the continuation of 
the GSP program, along with other trade measures, will assist in 
the economic development of these countries so that they will be 
able to participate in an extended NAFTA when that time comes. 
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III. Procedural Issues 

In 1992 the United States Trade Representative's office 
approved a waiver of the competitive need limit for lithium 
carbonate from Chile. This waiver was sought because, while 
1991 iiig)orts of lithium carbonate were less them 10 percent of 
the competitive need dollar limit, almost all of the Imports were 
from Chile, thus exceeding the 50 percent competitive need limit. 
He submit that if the program Is reinstated, as we believe it 
should, the waiver provisions and existing waivers be kept In 
place so that for Instances such as those described herein, 
relatively small volumes of imports that happen to account for 
more than 50 percent of all Imports remain eligible under the 
program. 

Under the current 6SP program, once a waiver is granted It 
remains In effect unless challenged by an interested party. The 
waiver does not have to be requested each year. This feature of 
the GSP program should also be reinstated. Absent a petition by 
a domestic party, an annual renewal procediire Is an unnecessary 
administrative burden for both the government and the party 
seeking the waiver. 

The program currently contains sufficient safeguards. In the 
graduation provisions and competitive need limitations to ensure 
that countries and particular sectors that no longer require 
assistance are removed from the program. He submit that a 
renewed GSP program should contain similar safeguards. 


rv. Conclusion 

The United States has realized benefits from the GSP program 
in terms of access to Inputs and developing stable export 
markets. The program has benefltted our developing trade 
partners by assisting them to become more competitive in certain 
sectors where they were not competitive. The program should be 
renewed with these goals in mind* The procedural safeguards in 
the program should remain. Specifically where relatively small 
volumes of input products are imported from one or two countries, 
so that they exceed the SO percent competitive need limit, they 
should remain duty free within the program. 

Cyprus Amax would be happy to answer questions regarding its 
experience with this program. 
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Attn: 

Mr. Philip O. Moseivy 
Chief of Staff 

Committee on Ways and Means 
U.S.House of Representatives 
1102 Longworth House Office Building 
Washington, D.C. 20515 


Written Statemen t for the Recor d of the Hea ring of the 
Subcommittee on Trade of the Committ Be on Wavs and Means of the 
U.S. House of Representatives, held on February 27. 1995 


The Czech Republic confirms its interest in the GSP renewal. 

The Czech Republic wishes hereby to confirm its interest in the renewal of the Generalized 
System of Preferences by the U.S.Congress upon its e}«pjration, which is due on July 31 , 1995. The 
Czech Republic is one of the two successor states of the former Czechoslovakia. The former 
Czechoslovakia became eligible for the GSP effective May 29, 1991 . 

The Czech Republic welcomed Hs designation as a beneficiary of the United States GSP 
scheme as a recognition of the radical political and economic transformation it has undertaken 
since 1989. The Cz^ Govemn>ent shares the view expressed in the testimony of Mr. Ira Shapiro, 
USTR Senior Counsel at the h&aring on Febmary 27, 1995. that; ' the GSP program is an important 
aspect of ... suf^ort for the democratic and market reform in Central and Eastern Europe ...". The 
U.S. GSP scheme provides for an expanded window of opportunity for the Czech businesses, an 
Instrument for better access to the U.S. market and ■ last but not least - it also translates into 
lower prices for U.S. consumers. 

GSP has become an important component of Czech trade with the United States. Each 
year approximately 50% of all Czech exports (i.e. some $ 130 million) enter the U.S. market 
under the GSP. Cz(Kh exporters count upon the GSP duty - free access in their business plans 
and decisions. Renewal of the GSP sy^em for several years would significantly add to the 
predictability of the environment in the U.S. market - a necessary component for market 
decisions for Czech producers and exporters. At the same time the Czech Government 
recognizes the importance of the GSP as a market access instrument against the background of 
continued U.S. trade surplus in trade with the Czech Republic ($ 14B mil. in 1993, according to 
Czech data). 

Even though the relative weight of the imports from the Czech Republic to the U.S. under 
GSP represents a marginal amount as compared to all the U.S. annual GSP imports ( some 
$ 16 billion), the Czech Republic wishes to add its voice to those who advocate the GSP renewal 
by the U.S. Congress as of August 1. 1995 

Washington, D.C., March 10,1995 

Michael iANTOVSKV 
Ambassador 

ftai) 
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Before the 

Committee on Ways and Means 
Subcommittee on Trade 
U.S. House of Representatives 

Statement of 

Asociacion Dominicana de Zonas Francas 
- ADOZONA - 

Dominican Association of Free Zones 
on 

Extension of the GSP Program 


Introduction 


The Dominican private sector* has been an enthusiastic 
supporter of the GSP program since its inception in 1975, and 
strongly urges the Trade Subcommittee to vote for a ten year 
extension of the program with the changes recommended below. 


Buggested Chances 


The Dominican private sector believes that certain changes 
are needed to improve the administration of the program and 
enhance its effectiveness in achieving the desired foreign policy 
and economic development goals and other objectives. In 
particular, the Dominican private sector supports the adoption of 
the following: 

• a five-year "safe harbor" rule for countries whose worker 
rights or intellectual property protection practices have been 
investigated and covered by a favorable decision, and 

• the replacement of the "substantial new information" test 
with a stricter standard, a "compelling new information" test 
during the safe harbor period. 

These two elements will serve to protect a beneficiary 
country against harmful premature reinvestigations after thorough 
GSP investigations have produced favorable decisions concerning a 
country's worker rights or intellectual property practices. 


* The private sector consists of companies operating in the 
Dominican Republic and its free zones f zonas francas ^ as well as 
the umbrella organizations representing private sector companies 
and individuals. These organizations are the Dominican 
Association of Free Zones f Asociacjdn Dominicana de Zonas 
Francag. Inc, or ADOZONA), the National Council of Businessmen 
f Conseio Nacional de Hombres de Empresas . or CNHE) , and the U.S. 
Chamber of Commerce of the Dominican Republic (AmCham) . 
(Hereinafter these companies and organizations will be referred 
to collectively as "the Dominican private sector".) 
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Background 


For the last twenty years, the GSP program has been of 
immense importance to the economy of the Dominican Republic. The 
Dominican Republic was designated a "beneficiary developing 
country" (BDC) for purposes of eligibility for duty-free 
treatment under GSP on March 26, 1975 (Executive Order No. 

11844, 40 F.R. 13295). This eligibility has continued without 
interruption since that time. According to U.S. International 
Trade Commission (USITC) statistics, imports of GSP articles from 
the Dominican Republic totalled $135,168,000 in 1994 (Customs 
valuation basis). GSP imports in 1993 were $119,196,000. CBI 
imports for 1994 totalled $751,028,000 and $657,673,000 in 1993. 

To understand the importance of the GSP program for the 
Dominican Republic, it is essential to keep in mind that the 
Dominican Republic is a poor country slowly emerging from its 
dependence on the sugar industry. 


1. Political /Economic Setting . The Dominican Republic is a 
small tropical nation, about the size of Vermont and New 
Hampshire combined. It occupies the eastern two-thirds of the 
island of Hispaniola, which it shares with Haiti. It is a 
functioning democracy and is the largest democracy in the 
Caribbean, with a population estimated at approximately 7.5 
million people. The Dominican Republic has a mixed economy based 
primarily on agriculture, services, and light manufacturing. 

Sugar has been a cornerstone of the economy of the Dominican 
Republic and remains so today. Historically ten percent of the 
population of the Dominican Republic has been dependent on the 
sugar industry for its livelihood and over the last decade sugar 
exports have accounted for thirty percent of the country's total 
export earnings . 

Over the last few years, however, the importance of the 
sugar industry has decreased and tourism, free trade zones, and 
remittances from Dominicans living abroad now generate more 
foreign exchange than sugar. The Government of the Dominican 
Republic accounts for nearly twenty-five percent of the domestic 
product and controls several major industries, including sugar, 
electricity, and the national airline, among others. 


2. CBI Benefits . Various Dominican products are excluded 
from duty-free treatment under GSP, but are eligible for duty- 
free entry under the CBI.^ The most important of these products 
is sugar. Due to duty-free treatment under CBI, Dominican sugar 
is spared duties of $13 . 78 /metric ton. The Dominican Republic's 
sugar quota for FY 1995 is currently 219,404 metric tons for 
fourteen months (207,300 p.a.). Thus Dominican sugar exporters 
save $3 million per year at existing quota levels. In addition, 
CBI eligibility makes Dominican textiles and apparel eligible for 
increased access to the U.S. market under the Guaranteed Access 
Program. CBI eligibility permits the investment of Internal 
Revenue Code Section 936 funds in the Dominican Republic, a 
feature which is just beginning to take hold in the Dominican 
Republic. 


3. Importance of Free Zones to the Dominican Economy . The 
free trade zones are extremely important to the Dominican 
Republic. They are the fastest growing sector of the Dominican 


^ Except for small quota years, Dominican sugar imports 
exceed the "competitive need" limitations for duty-free entry 
under GSP. 
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economy. At present « 476 companies operate In the country's 
thirty-one free trade zones, and they employ roughly 175,000 
workers. Most of the businesses are either subsidiaries of U.S. 
companies, or affiliated with U.S. companies in one way or 
another . 

Dominican law encourages companies to establish operations 
in free zones and provides significant tax and other benefits for 
doing so. Likewise, there are a number of tax and tariff 
benefits available under U.S. law for U.S, companies that set up 
"production-sharing" operations in the Dominican Republic. In 
addition to the duty-free treatment available under the GSP and 
CBl programs, U-S. companies are attracted by the duty-savings 
available under HTS heading 9802 (formerly TSUS items 806 and 
807) ; the ability to use tax-deferred Section 936 funds for 
investment; and the ability to use U.S. -origin materials toward 
meeting the thirty-five percent "value added" test for duty-free 
treatment under the CBI. (Materials or components produced in 
the United States may be applied toward meeting fifteen percent 
of the thirty-five percent CBI local content requirement.) The 
benefits described above, the Guaranteed Access Level Program for 
textiles, and the significant investments made by the Dominican 
Government, and, since 1984, by Dominican entrepreneurs,^ have 
combined to develop the facilities in the free zones and have 
brought about the huge increase in light manufacturing operations 
in Dominican free zones over the last decade. 

Now free zone companies account for approximately one-third 
of the Dominican Republic's exports, ninety-six percent of which 
go to the United States. The Dominican private sector views free 
zones, particularly privately financed free zones, as an 
Important vehicle for attracting foreign investment and creating 
new employment and foreign exchange. Moreover, increased 
development in free zones will only work to create and preserve 
more export-related jobs in the United States because of the 
"production-sharing" aspects of companies' operations in the 
Dominican free zones.* 


4. U.S. -Dominican Trade Relations . The Dominican Republic 
is now the United states' biggest trading partner among the 
thirty-six countries of the Caribbean and Central American 
region. In 1994 the Dominican Republic Imported almost $2.8 
billion from the United States; bilateral trade reached 
approximately $6 billion, or twenty-six percent of the region's 
trade with the United States. Of the forty-seven nations in 
Latin America and the Caribbean, the Dominican Republic is the 
fifth largest U.S. trading partner, behind only Mexico, 
Venezuela, Brazil, and Colombia.* 


T9I9i<m f9liQY wa othsr Bepegits of the G8P Program 


Over the years the GSP program has proven its effectiveness 
as a tool to achieve significant results in foreign policy and 
economic development, and in furthering social advancement in 


* About one-half of the industrial parks where the free 
zones operate are Government-owned. The rest are private. 

* For an analysis of the benefits of "production-sharing" 

to the United states, "Production Sharing: U.S. Imports under 

Harmonized Tariff Schedule Subheadings 9802.00.60 and 9802.00.80, 
1986-1989, 1987-1990, 1988-1991, and 1989-1992," USITC 
Publications 2365, 2469, 2592, and 2729, March and December 1991, 
February 1993, and February 1994 respectively. 


Source ; 1994 U.S. Department of Commerce statistics. 
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beneficiary countries. Starting in 1975, statistics prove beyond 
doubt that the GSP program has accelerated economic grovfth and 
development In the less-Kleve loped countries that are 
beneficiaries of the program, by enabling them to increase their 
exports and foreign exchange earnings needed to diversify their 
economies and reduce dependence on foreign aid. At the same 
time, through the annual review process and associated 
mechanisms, the United States has been able to influence 
beneficiary countries' attitudes and actions toward improving 
social conditions in the countries such as improvements in worker 
rights . 

This aspect of the program has been somewhat controversial 
because assorted interest groups in the United States have, on 
occasion, used the petition process to target selected countries 
and assail their qualifications as beneficiary countries under 
the various eligibility criteria. Nevertheless, the program has 
worked remarkably well overall, to spur economic development in 
beneficiary countries, and at the same time, to protect import- 
sensitive U.S. industries and particular industry sectors. In 
addition, the program has shown itself to be extremely flexible, 
able to adjust to changing international market conditions 
through the "graduation" and "competitive need" mechanisms. 

On the other hand, a failure to continue the GSP program at 
the very time the United States is in the early stages of 
implementing NAFTA could be interpreted by many of the other 
BDCs, particularly in the Northern Hemisphere, as a 
discriminatory decision. This action could not only adversely 
affect future efforts to carry out positive foreign policy, but 
also could erode any benefits gained as a result of the use of 
GSP in the past. 


Ejroqraa Admialetratlon 


As private sector representatives testified to the GSP 
Subcommittee at its 1993 hearings, the Dominican free zones and 
individual companies have made significant efforts to be 
"corporate good citizens" in the Dominican Republic, and have 
made many efforts to improve working conditions at plants in the 
various free zones and to improve living conditions and health 
and educational levels in the neighboring community. 

Over the past six years since 1989, the Dominican Republic's 
eligibility to participate in the GSP program has been 
investigated three separate times with respect to worker rights 
and intellectual property protection practices. In fact, the 
only time when the Dominican Republic was not being investigated 
during this period was from aid-1991 to mid-1993. All of these 
investigations were ultimately resolved favo rably for the 
Dominican Republic. 

These investigations have been a tremendous disincentive to 
increased investment In the Dominican Republic. Therefore, the 
Dominican private sector urges the Subcommittee to consider 
carefully whether the criteria used by USTR to accept petitions 
calling for the revocation of a country's GSP {and CBI) 
eligibility should not be made more stringent when a country has 
already been investigated and a favorable decision has previously 
been made on the same subject. 

For example, the Dominican Republic's worker rights 
practices, including those related to unionization in its free 
zones were investigated and cleared in April 1991. Two years 
later, in the spring of 1993, the AFL-CIO filed a complaint on 
the same subject, in spite of the numerous positive steps taken 
by the Dominican Government since the 1991 favorable decision to 
enhance the protections afforded to workers in the free zones, 
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especially workers engaged in unionization activities. 

According to the APL-Cio's petition, even though the 
Dominican Government had enacted a new Labor Code, promulgated 
implementing regulations, and adopted a new system of Labor 
Courts, the country was not enforcing its labor laws vigorously 
enough allegedly because there were not enough "functioning" 
unions or not enough colle ctive bargaining agreements . Surely, 
these are not valid Indicia of how well a country is affording 
internationally recognized worker rights to workers in the 
country as specified in the GSP statute. After all, barely 16 
percent of American workers are unionized (a figure comparable to 
the number of union workers in the Dominican Republic) . Does 
this mean that only 16 percent of American workers have their 
rights protected? Obviously not. In any case, this complaint 
was withdrawn by the AFL-CIO and the Administration issued a 
favorable decision on December 20, 1994. 

The problem is that it is entirely too easy for an interest 
group to get USTR immediately to reinvestigate a country's worker 
rights practices after the country has been investigated once and 
cleared. Early re investigations discourage investment in a 
beneficiary country and thwart the country's efforts at economic 
development, self-sufficiency, and social change. 

It must be recognized that the fact a country is under 
investigation and could lose its GSP or CBI benefits has a 
tremendous chilling effect on increased investment in the 
country, and while the investigation is underway, it is almost a 
total bar to investment. 

Since mid-1989 the Dominican Republic has been subjected to 
three full investigations into its worker rights and intellectual 
property protection practices. These investigations and the 
attendant publicity have had measurable adverse effects on 
investment, and trade and tourism as well. While the Dominican 
private sector does not wish to address the merits of the 1989 
Americas Watch petition or the 1992 MPEAA intellectual property 
petition, it does believe strongly that the 1993 AFL-CIO worker 
rights petition was designed by the AFL-CIO as a ‘'sword" to 
hinder the further establishment of product ion -sharing operations 
by U.S. companies in the free zones in the Dominican Republic and 
elsewhere, rather than to be used as a "shield" to protect worker 
rights as contemplated by Congress. 

The basis of this belief is that the AFL-CIO 's petition 
presented a distorted picture of working conditions in the free 
zones as well as failing to describe accurately the progress of 
unionization in the Dominican Republic and neglecting to point 
out the significant steps taken by the Government of the 
Dominican Republic, in concert with business and labor, to ensure 
that the Dominican system of labor laws and regulations is modern 
and progressive in its outlook, and is enforced effectively and 
fairly throughout the country, including in the country's free 
zones. The significant steps taken since the previous worker 
rights investigation included: 

• the adoption of a New Labor Code in June 1993 (and 
implementing regulations in October 1993), 

• the establishment of significant new protections for 
union organizers f fuero sindical i , 

• the formation of new Labor Courts, 

• the formation of a tripartite (Government, business, and 
labor) Oversight Commission for the free zones, and 

• the appointment of a new, reform-minded Minister of 
Labor. 
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The Dominican private sector believes that Dominican free 
zones have been specifically targeted by the AFL-CIO because of 
their importance in product ion~sharing operations rather than for 
any unfair or wrongful c^iposition to unionization activities. 

On this point, it is iiiq>ortant to keep in mind that the Dominican 
free zones are the most important in the region except for 
Mexico's. There are a number of reasons for this, including the 
Dominican Republic's proximity to Puerto Rico and its ability to 
engage in "twin plant" operations.* 

It seems then that the 1993 AFL-CIO petition was designed to 
pressure the Administration into revoking the Dominican 
Republic's GSP and CBI eligibility merely to recapture jobs 
generated in the free zones in the Dominican Republic. This is a 
wrong-headed approach because production-sharing operations 
benefit U.S. workers. For example, in the textile and apparel 
industry, it is estimated that for every 100 jobs created in 
apparel manufacturing operations off-shore in free zones such as 
those in the Dominican Republic, 15 jobs are generated in the 
United States and thousands more are maintained in the United 
States, in the textile, transportation, and other industries.^ 

In any event, if GSP and CBI eligibility were to be removed, the 
jobs in Dominican free zones would not go to the United States; 
they would go to Mexico and the Far East. 




Why then did USTR accept the AFL-CIO 's June l, 1993, 
petition? Although it has been speculated that the petition was 
accepted for reasons related to the AFL-CIO' s position on the 
North American Free Trade Agreement, a discussion of this theory 
would not be useful to the Trade Subcommittee. Rather, the 
purpose of this statement is to suggest technical corrections 


* "An unusual feature of free zone exports is the large 
proportion that are shin>ed to Puerto Rico instead of the United 
States mainland. This reflects the existence of numerous twin 
plants, or more appropriately, 'complementary plants,' 
established in the Dominican Republic and Puerto Rico to take 
advantage of section 936 of the U.S. Internal Revenue Code. This 
section effectively exempts corporations from taxes on income 
from their Puerto Rican c^rations. They retain this exemption 
even if part of the processing of a good is carried out in an 
approved Caribbean Basin country. A minimum of 65% of the 
product's labor value must be added in Puerto Rico; this 
condition is easy to fulfill as labor in Puerto Rico is subject 
to the U.S. minimum wage l^islation, thus relatively expensive. 

The free zones of the Ocminican Republic, because of their 
proximity to Puerto Rico, are the location of choice for 
establishing twin plants. More than forty U.S. companies 
Including Hestinghouse, Bristol-Myers, Hanes, and Timber land have 
established production sharing arrangements in the Dominican 
Republic for such products as electrical components, 
pharmaceutical products, clothing, and shoes. In the clothing 
industry alone, eight corporations operate twin plants that 
employ a total of 297 persons in Puerto Rico and 2,895 in the 
Dominican Republic. In this industry, however, the goods are not 
re-exported to Puerto Rico; the cloth is cut in Puerto Rico, then 
shipped to the Dominican Republic for sewing, finishing, and 
export directly to the United States." Larry Willmora, "Export 
Processing in the Dominican Republic: Ownership, Linkages, and 
Transfer of Technology". United Nations Economic Commission for 
Latin America and the Caribbean, Subregional Headquarters for the 
Caribbean, September 14, 1993, at p. 8. 


Source : American Apparel Manufacturers Association. 
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that would protect against the very real ham to foreign 
countries caused by ill-founded or premature investigations. 

The Dominican private sector submits that changes need to be 
made regarding when a country's worker rights or intellectual 
property protection practices can be reinvestigated after a 
favorable decision has been made In a previous investigation on 
the sane subject matter. 

The problem of ill-founded or premature petitions is a 
result of the criteria set out in the implementing regulations. 

As stated above, the pertinent provisions are found in 15 C.F.R. 
2007.0(b) which provides: 

If the subject natter of the request has been reviewed 
pursuant to a previous request, the request must 
include substantial new informa t ion warranting further 
consideration of the issue. [EmiJhasis added] 

While the language of the regulation appears to be well- 
drawn at first glance, it is open to abuse where a petition is 
politically motivated or otherwise dnsigned to omit or obscure 
critical facts that would become apparent during the course of 
the investigation. Of course, investment, trade, and tourism 
with the Investigated country will be harmed during the 
Investigation — which sometimes is the main intent of the 
petitioning group. This motive may be difficult to discern with 
an initial petition, but a second pe' itlon into the same subject 
natter should be carefully vetted br tre acceptance. 

The Dominican private sector believes that the "substantial 
new information" test needs to be changed to afford more 
protections to beneficiary countries that have already been 
investigated and cleared. 

The Dominican private sector has two recommendations in this 

area. 


1. Safe Harbor . The regulatio :;'. should be changed to 
provide a five-year "safe harbor" fc countries whose worker 
rights or intellectual property prot ction practices have been 
investigated and a favorable decisio:i has been made. Not only is 
this "safe harbor" needed for obviou • reasons of fairness, it is 
also necessary to allow remedial measures that a country may have 
taken during a previous investigatio-i, or thereafter, to develop 
and mature. For example, after the : irst investigation that 
covered unionization issues, the Dom nican Republic developed a 
new Labor Code, adopted Implementing regulations, and set up a 
completely new system of Labor Court ■ with specific jurisdiction 
over labor disputes, including union ■ ^^ation matters. The 
operation of this system should not ■ judged too soon after it 
has gone into effect. It needs a rc onable time to develop and 
function smoothly before being Inves Igated. A five-year "safe 
harbor" would give remedial measures md new laws sufficient time 
to work and also allow new investmen which can only have 
salutary effects. 


2. Criteria Purina Safe Harbor Period . The test for 
Instituting an investigation during ae five-year "safe harbor" 
period should be the existence of "c npelling new information", a 
stricter standard than "substantial . w information." That is, 
there should be no reinvest igation o the same issue for at least 
five years from the date of a prior vorable decision, absent 
"compelling new information." Under his new test, there would 
have to be "new" information, but it ould also have to be more 
than "substantial." It would have t be "compelling," and of 
such a nature that an investigation ■ r>uld seem imperative to any 
reasonable person. Failure of a for Lgn country to fulfill 
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conitaents aad* to resolvo a prior Invaatlgation would aatiafy 
the "coapelllng new iaforaation” test. 


The Doalnlcan private sector believes that the program 
should be continued for a ten year period as was Initially 
structured in Title V of the Trade Act of 1974. An extension 
this long is needed to give busiiwsses certainty and stability in 
planning the contlnuatimi of their operations in BDCs. If a 
shorter extension is dictated by budgetary considerations, the 
Adainlstration and Congress should sake a clear declaration of 
their intent to extend the program for an extended period— ‘ten 
years— -at the earliest possible time so that investment in 
beneficiary countries will not be harmed by the uncertainty over 
the program's future. 

The Dominican private sector strongly urges the Subcommittee 
to recommend or mandate the adaption of the "safe harbor" and 
"compelling new information" changes to the regulations for the 
GSP program. These changes would prevent abusive or ill- 
conceived petitions that have a chilling effect on investmnt in 
beneficiary countries — either deliberately or inadvertently — and 
thwart the very intention of Congresr to foster economic 
development in designated beneficiary countries and thereby 
increase their ability to purchase U. 8. -made products. 

Finally, although not addressed here, the Dominican private 
sector supports allowing the valtu of U. 8. -origin cosponents to 
count toward the thirty-five percent "value added" requirements. 


Respectfully submitted. 


Robert H. Johnson ih. 


For AOOZOMA 
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FOREIGN TRADE ASSOCIATION OF SOUTHERN CALIFORNIA 

900 UILSHIRE BOULEVARD 
SuUe 1434 

Los Angeles, CA 90017 

STATEMENT OF THE FOREIGN TRADE ASSOCIATION OF SOUTHERN CALIFORNIA 

ON SELECT FISCAL YEAR 1996 BUDGET PROPOSALS 
AND POSSIBLE GSP EXTENSION 

This statement Is submitted on behalf of the Foreign Trade Association of 
Southern California (FTA), a non-profit organization with over 400 members, 
representing a cross section of the International trade conmunlty In Southern 
California, In response to Release No. TR-3 of February 14, 1995, for Inclusion 
In the printed record of the hearings held by the Subconmittee on Trade on 
February 27, 1995. Consideration by the Subcommlltee of our written conments on 
the extension of the Generalized System of Preferences will be greatly 
appreciated. 

FTA Is the oldest and most widely recognized trade organization in California 
serving the International trade conmunlty. Its membership Includes Importers, 
exporters and manufacturers. International bankers, attorneys, customhouse 
brokers and freight forwarders who are leaders In the International business 
conmunlty In Southern California. 

FTA SUPPORTS AN EXTENSION OF THE GSP PROGRAM: 

GSP has permitted developing countries access to the world marketplace for alnwst 
twenty years by allowing exportations to Industrialized countries at preferential 
rates of duty. GSP has also clearly been more successful 1n promoting trade and 
sustaining economic growth In developing countries than other programs, such as 
direct foreign aid. 

In the last several years some countries, such as Taiwan, South Korea, Hong Kong, 
Mexico and Israel, have been graduated or removed from the U.S. GSP Program. 
However, it continues to be extremely Important to other developing countries, 
such as the Philippines, Thailand, Malaysia and Indonesia, as well as to the 
numerous newly-emerging democracies with fragile economies which have come into 
existence (e.g. Russia, the countries of Eastern Europe), all of which require 
the type of assistance which GSP can provide to prevent them from slipping back 
Into the totalitarian forms of government from which they escaped. FTA continues 
to support a strong GSP program for the above reasons and urges that Congress 
approve Its extension for a ten year period. 

Members of the U.S. International trade community are also concerned about the 
expiration of the U.S. GSP program because it is difficult to plan an import 
strategy with the knowledge that a program on which importers rely will expire 
In less than four months, on July 31, 1995. In fact, while all importing firms 
which rely on GSP will be adversely affected If It is not renewed, some small 
Importers will become so noncompetitive that they may be forced out of business. 

Congress should consider that GSP benefits both importers and consumers in this 
country, since U.S. Industry incorporates large quantities of duty-free materials 
and components into finished products In the United States, often after adding 
substantial value to them 1n this country. Not only are U.S. consumer prices 
moderated by the use of foreign materials and components, but also U.S. workers 
benefit from the work generated. Expiration of the GSP program will result in 
component and material cost Increases In some industries which are extremely 
Important to the U.S. economy, such as housing and autos. Such increases will 
cause prices to rise and workers to be laid off. This would be especially hard 
on the economically depressed California Job market, where one out of ten Jobs 
Is tied to International trade. 

In the past, the existence of the GSP program has resulted In Beneficiary 
Developing Countries (BDC’s) either protecting or improving Intellectual property 
rights and living up to other International obligations. It is obvious that if 
the GSP program is not renewed, the U.S. will lose leverage over countries which 
have previously protected or Improved these rights and which will have no future 
Incentive for doing so. 
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FTA SUMESTS TECHNICAL IWHWEHmS 111 THE GSP PROGIIWI: 

On January 6, 1991 » the Custcas Service Issued Treasury Decision 91*7, which, 
Inter alia , adopted a position d«iy1ng 6$P eligibility to sets, Mixtures and 
conposite goods containing covpomnts which are not "products of* the beneficiary 
developing country In which the set. Mixture or coaposite good was manufactured. 
This policy leads to the absurd result that sets, mixtures and conposite goods 
containing only one ninor conponent sourced fron a non-beneficiary developing 
country cannot qualify for GSP, even though that conponent nay comprise less than 
one percent of the total value of the entire set. Mixture or conposite good. 

FTA believes that this policy position adopted In T.D. 91-7 (copy enclosed) has 
little or no legal support. More l^wrtantly, however, the policy clearly 
results in denying GSP duty-free treataent to products having large percentages 
of value added In Beneficiary Developing Countries, because sone minor component 
cannot be sourced In a particular country. Such a policy Is dearly contrary to 
the philosophy on which GSP Is based, and denies duty-free treatment to products 
of Beneficiary Developing Countries idilch would otherwise be eligible under the 
GSP program. For these reasons, FTA suggests that the GSP statute should be 
amended to permit the Inclusion of minor non-6K conponents In sets, mixtures and 
composite goods, or alternatively, that language should be Included In the Report 
accompanying the legislation extending the GSP Program, disapproving the policy 
set out In T.D 91-7 and clarifying the Congressional Intent to grant duty-free 
treatment to Inported eligible articles which meet the statutory criteria of 35X 
BDC content, notwithstanding the presence of some foreign component. 

FTA also proposes. In agr ee m e nt with the views previously expressed by the 
Government Accounting Office, In GAD Report GA0/GG0-9S-9 of November 1994 (at 
pp. 47-50 and 70-71), allowing U.S. component Input to count toward the 35X 
minimum value rule for GSP. Allowing such Input to count toward the 35% would 
be a boon to U.S. domestic manufacturers. Importers and consumers. Other 
countries, Including Canada and Japan, currently make a similar allowance In 
their GSP programs. The Inclusion of U.S. value content Input would also be 
consistent with other trade programs, such as the Caribbean Basin Initiative Act, 
which allow a donor country content rule. 

In addition to the foregoing, FTA urges that the Comittee disapprove of and 
reject any suggestion to entirely eliminate the current GSP rules of origin based 
on the concept of "substantial transformation* and to substitute therefor rules 
of origin like those in the North American Free Trade Agreement. The current GSP 
rules of origin have been In place for close to twenty years and are well under- 
stood by exporters and l^wrters. Additionally, while In theory, rules of origin 
similar to those in NARA appear objective and simile to adnlnlster. In practice 
many Importers and exporters are currently Intentionally opting not to claim 
NAFTA eligibility for their goods because of difficulties In Interpreting the 
NAFTA rules of origin and in complying with the regulations which have been 
promulgated thereunder. 

In summary, FTA strongly supports renewal of the GSP program for a ten year 
period. The GSP program has historically encouraged trade with underdeveloped 
nations and has led to substantial economic gains for both these countries and 
the United States. 

Your courtesy In Including our statement In the printed record of the hearings 
held In Washington, D.C. on February 27, 1995 will be greatly appreciated. 

Respectfully submitted. 


FOREIGN TRADE ASSOCIATION 
OF SOUTHERN CALIFORNIA 



Fermi n Cuza 
President 
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(T.D. 91-7) 

TARIFF TREATMENT AND COUNTRY OF ORIGIN MARKING 
OF SETS, MDCTURES, AND COMPOSITE GOODS 

AGENCY: U.S. Customs Service, Department of the Treasury. 

ACTION: Interpretative rule. 

SUMMARY : This document sets forth the position of the U.S. Customs 
Service regarding certain issues that have arisen concerning the tariff 
treatment and country of origin marking of ^ts, mixtures, and compos- 
ite goods. SpeciHcally, these issues are: (1) the dutiable status of such 
collectioiu where a portion of the goods consists of American-made 
goods returned to the U.S. and/or articles assembled abroad in whole or 
in part of U.S. components; (2) the maimer in which eligibility for the 
special tariff treatment programs (e.g.. Generalized System of Prefer- 
ences (GSP) and Caribbean Basin Initiative (CBD) is determined for 
sets, mixtures emd composite goods; and (3) ^e proper application of 
country of origin marking requirements to such collections. 
***** 

12 CUSTOMS BULLETIN AND DECISIONS. VOL. 2S. NO. m. JANUARY 16. 1991 

* ★ * * * 


ISSUE II. Eligibility of sets, mixtures and composite goods for 
special ta^f treatment programs. 

This issue concerns the manner in which eligibility for special duty 
treatment under one or more of the tariff preference programs is deter- 
mined for mixtures, composite goods, and sets. General Note 3(C)(i)(A), 
HTSUS, lists the following programs under which special tariff treat- 
ment may be provided: CBI, GSP, Automotive Products Trade Act, 
Agreement on Trade in Civil Aircrajft, U.S.-Canada Free Trade Agree- 
ment, and U.S.-Israel Free Trade Area. General Note 3(a)(iii), HTSUS, 
states that special rates of duty under one or more of these programs ap- 
ply to those products which are properly classified under a provision for 
which a special rate is indicated in the “Special** subcolumn and for 
which all of the legal requirements for eligibility for such prograro(s) 
have been met. 

Thus, as is true in regard to all imported articles, the first step in de- 
termining whether sets or mixed or composite goods are entitled to spe- 
cial duty treatment under one or more of the tariff preference programs 
is to ascerteiin the proper classification of the article pursuant to the 
GRI's. If, for example, a particular set is classified by reference to GRI 
3(b), the item of the set which imparts its essential character determines 
the classification of the entire set. If the “Special** subcolumn opposite 
the subheading under which the set is classified contains a special duty 
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rate, then the entire set would be entitled to that special rate, assuming 
compliance with the program's legal requirements. In this regard, sa* 
HRL 084709 dated August 24, 1989, involving composite goods and GSP 
eligibility. However, where no such duty rate is indicated for that sub- 
heading, the entire set would be ineligible for the tariff preference pro- 
gram, even though items in the set (not imparting the set’s essential 
character) would be eligible if classified separately. 

One of the requirements for duty-free treatment under the CBI, GSP 
and U.S.-Israel Free Trade Area programs is that the eligible article 
must satisfy the 35 percent value-content requirement. That is, the 
sum of the cost or value of the materials produced in the beneficiary 
country, plus the direct costs of processing operations performed in the 
beneficiary country, must equal or exceed 35 percent of the appraised 
value of the imported tuticle. In determining whether this requirement 
has been satisfied with respect to sets or mixed or composite goods 
which are classifiable under one subheading pursuant to the GRI's, the 
includable material and direct costs must be compared to the appraised 
value of the entire collection of materials or components (e.g . , the entire 
set). ■ 

Prior to August 20, 1990, the GSP program differed from the CBI and 
U.S.-Israel FTA programs in that theiatter programs included a "prod- 
uct of’ requirement, while the GSP did not. This requirement means 
that to receive duty-free treatment, an article either must be made en- 
tirely of materials originating in the beneficiary country or, if made of 
materials from a non-beneficiary country, those materids must be sub- 
stantially transformed in the beneficiary country into a new or different 
article of commerce. In Madison Galleries. Ltd. u. United States, 688 
F.Supp. 1544 (CIT 1988), afTd 870 F.2d 627 (Fed. Cir. 1989), the court 
concluded th^, under the GSP statute, it is unnecessary for an article to 
be a "product of’ a GSP country to be eligible for duty-free treatment 
under that program. However, section 226 of the recently enacted Cus- 
toms and Trade Act of 1990 (Public Law 101-382) includes an amend- 
ment to the GSP statute requiring an article to be a “product of a GSP 
country for it to receive duty-free treatment. This amendment was ef- 
fective for articles entered, or withdrawn from warehouse for consump- 
tion, on or after August 20, 1990. 

Therefore, for articles entered, or withdrawn from warehouse for con- 
sumption, before August 20, 1990, the above-described difference be- 
tween the GSP and the CBI and U.S.-Israel FTA remains. To illustrate 
how this difference impacts upon sets and mixed and composite goods, 
consider agdin the example of the hairdressing set from Mexico (a GSP 
country). Assume for purposes of this discussion that the comb,'brush, 
and scissors are manufactured in Mexico from materials originating in 
Mexico. However, the electric hair clippers are manufactured in Taiwan 
(a non-GSP country), imported into Mexico, and merely packaged with 
the other items in the set prior to the set’s direct shipment to the U.S. 
Pursuant to GRI 3(b), the set is classified in subheading 8510.20.0000, 
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HTSUS ("Hair clippers”), which is a GSP^eligible provision. The mere 
packaging of the Taiwanese-origin hair clippers ^tb the other items 
clearly will not substantially transform the Uppers into a "product pf 
Mexico. However, this will not, in and of itself, preclude GSP treatment 
for the set (assuming it was entered before August 20, 1990). Neverthe- 
less, no costs relating to the hair clippers may be counted toward the 35 
percent requirement. Therefore, to satisfy t^ requirement, the cost or 
value of the materials IVom which the comb, brush and scissors are 
made, plus the direct costs involved in manufacturing those three items, 
must equal or exceed 85 percent of the appraised value of the entire set 
(including the hair clippers). 

The next question concerns whether the same hairdressing set would 
be entitled to CBI treatment, assuming that the comb, brush, and scis- 
sors are made in Jamaica from Jamaican materials and the hair clippers 
are manufactured in Taiwan and imported'into-Jamaica for packa^g 
with the other items of the set. Again, the set would be classified in sub- 
heading 8510.20.0000, HTSUS, whi<^ is a CBI-eUgible provision. How- 
ever, because the entire imported entity (the set) is not the "product of 
Jamaica, as required by the CBI statute, neither the set nor any part 
thereof would be entitled to dufy-fxaetrestoentunderthis program. As 
a general rule, a collection classifiable in one subheading pursuant to 
the GIU's will receive CBI treatment only if all of the items or compo- 
nents in the collection are considered *^roducts of* the beneficiary 
country. The same is now^true under the GSP with respect to artides 
entered on or after August 20, 1990. 




Dated: January 8, 1991. 


Harvey B. Fox, 

Director, 

Office of Regulations and Rulings. 
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Genefst £ean: Cbmpanr 
Ap^iavxP»t.Uunae.KY 40225 


LuMOc, Kcttndksr 
Muck 3. 1995 


United Smef CoivieB 
Hook Wqn and Men C 
Sabooanunee on Trade 
1104Loi«iiofili 
WadiiQ^DC 20S13 


As you know, the GcaraaliaBd Sjedran of Pkcfenoet (GSP) ae provided fra B TUe V cftte IVvIe Act of 
1974. as ameadM (19 U^C 2461 ef jk«.K isacMded toaqiBeen 31. 1993. IVs hydrainn by 


RcpRsetting the A|i|ilianoei Dmraen «f the Geaoal Electric Onapaqr looled in Loniralle^ Kendicl^. I 
woald like 10 stress ID yon the vital iraportanoeoriheicaeinl of iMspngnnL GB AppUan^asyon 
know, is in an extmety oorepelirivc radasny where sre nremriDe adfantsge ef cvciy poreUe onMrtnniQ 
for redociQg the cost ofewr |MRhared parts and aonreedpredncls. QSPcrerenlfypennilsnslocqlay 
dn^ savings of sewialiniHifwideBan on nareewnsiraportedpwwhreis. ITGSP is alioired to expire, 
either temporarily Of pcnn sn r s sl p.it wenMaa dain l y csnse ran c nst s to increase which wradd hares 
negative isapnct on sales which in Inn eonU csnse lost |As and koraer pnAs to ran company. 


PleaseuseallyoorinfiMenoeaionr ic p wreauiiv cin Waihingirt toi—toclhsttheGSPpiogitamis 
renewed. ItnintportamtoGEandtotoedinensof Kcand^. 



General Electric Annliaaoei 
Applianoe Paifc AP4-I16 
(302) 452>3923 
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International Intellectual Property Alliance 

1747 Pennsylvania Avenue, NW • Twelfth Floor • Washir^ton, D.C 20006-4604 
Td (202) ^;^198 • Fax (202) 872-0646 • E-mail: esmithOdafkJwt 



March 13, 1995 



The Honorable Philip Crane 
Chairman 

Subcommittee on Trade 
Committee on Ways and Means 
U.S. House of Representatives 
1102 Longworth 
Washington, D.C 20515 


Re: Renewal of the Generalized System of 
Preferences (GSP) Program 


ITA/^ 



1 

RIAA 


Dear Mr. Chairman: 

The International Intellectual Property Alliance strongly supports the 
renewal of the Generalized System of Preferences (GSP) Program. A 
particularly important aspect of the GSP Program requires that GSP beneficiary 
countries provide "adequate and effective protection" for U.S. inteilectud 
property, including copyrighted computer programs, films, videos, music, 
recordings, books and journals. 

The International Intellectual Property Alliance fTIPA" or "Alliance”) 
consists of eight trade associations, each of which, in turn, represents a 
significant segment of the copyright industries in the U.S. The copyi^t-based 
industries play a crucial and growing role in the U.S. economy. The core 
copyright industries contributed an estimated $238.6 billion to the U.S. 
economy in 1993, or approximately 3.74% of the Gross Domestic Product 
(GDP). Employment in the core copyright industries grew some four times 
faster than the annual rate of the whole economy (2.6% vs. 0.7%) between 
1988 and 1993. Foreign sales support an increasing proportion of U.S. jobs, 
with the core copyright industries compiling an estimated $45.8 billion in 
foreign sales in 1993. 



218 


The U.S. copyright-based industries represent one of the few sectors of the 
U.S. economy that regularly contributes to a positive balance of trade. Ine^qiensive 
and accessible reproduction technologies, however, have made it easy for U.S. 
copyrighted works to be pirated in other countries. In addition to the worldwide 
problem of piracy, many foreign countries have erected market access barriers to U.S. 
copyrighted products. 

The GSP Program has been a key trade tool to address piracy of U.S. 
copyrighted works. The prospect of the U.S. halting or limiting GSP privileges has 
provided powerful leverage on those beneficiary countries which refuse to stem illegal 
piracy or open their markets to U.S. copyrighted products and services. Retaining 
GSP benefits has figured prominently in the decisions by a number of countries (such 
as Singapore, Indonesia, Thailand and Cyprus) to improve their intellectual property 
rights (n*R) protection and enforcement efforts. 

nPA uses the GSP petition process as a means to encourage countries with 
high levels of piracy and market access barriers to U.S. copyrighted products to 
improve their copyright protection, enforcement and ma^et access schemes. 
Presently under GSP IPR review before USTR are El Salvador, Honduras, Poland 
and Turkey. IIPA has also urged USTR to initiate GSP IPR reviews of Bulgaria, the 
Philippines, the Russian Federation, Bolivia and Peru this year, assuming that the 
GSP Program is timely renewed. 

Although GSP has played a critical role over the past decade in improving 
protection and access for U.S. copyright-based exports, the leverage of GSP benefits 
is still needed to encourage some of our trading partners to open their markets and 
crack down on piracy. As you know, the GSP Program is fully compatible with the 
World Trade Organization (WTO) multilateral regime. UPA strongly urges that the 
GSP Program be renewed for an extended period. 

Please include this letter in the record of the Februaiy 27 hearing on GSP 
renewal. We appreciate this opportunity to provide these comments and look 
forward to providing you and the entire Subcommittee with additional information 
regarding the urgent need to renew this important trade program. 



Vice President and General Counsel 
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Before the 

Suhconmittee on Trade 
CoBunlttee on Haya and Means 
U. s. House of Representatives 


STATBIENT ON EXTENSION OF THE GENERAL SYSTEM OF PREFERENCES 


SUBMITTED BY 
JAY MAZUR, PRESIDENT 

INTERNATIONAL LADIES' GARMENT WORKERS' UNION, AFL-CIO 
MARCH 13, 1995 


My stateaent deals primarily with extension of the General System 
of Preferences program, which expires Jgly 31, 1995. In stressing 
GSP, 1 am aware that the hearing also deals with the President's 
budget proposals for three trade-related government agencies. I do 
not underestimate the importance of these budgets. However, it is 
equally crucial that these agencies receive the proper policy 
guidance from the Congress in the areas referred to below. 

In turn, USTR should be required to report annually to the Congress 
on the status of petitions related to its statutory authority and 
the extent to which progress has been made or not made to resolve 
them. GSP la a major element of U. S. trade policy. 

The GSP program is based on Title V of the Trade Act of 1974 . It 
grants duty-free treatment to imports from developing countries 
under certain clearly specified conditions. Last year $18.4 
billion in imports entered duty-free under the program. Apparel is 
a major exception to the program. Current GSP authority expires 
July 31, 1995 as provided for in last year's Uruguay Round 
iaq>lementlng legislation. Congress must now determine whether and 
under what conditions to extend the program. 

In announcing these hearings, the Committee speaks of the program 
as one "which promotes economic development emd creates markets for 
U. S. exports in developing countries through tariff preferences." 
It is precisely the circumstances under which this should be done 
in the extension of GSP that forms the basis for my testimony. 

My comments are made in behalf of the 155,000 manbars of the 
International Ladies' Garment Workers' Union who are employed in 
the production of women's and children's apparel, accessories and 
related products. They live and work in more than two-thirds of 
the nation's fifty states. 


In principle, the ILGWU supports extension of GSP. He believe that 
the program and its beneficiaries — abroad and in the U. s. — can 
truly gain from GSP if the enforcement parts of the Act are made 
stronger in any extension of the legislation. Briefly stated, I 
would propose: 

* strengthening the sections of the current GSP legislation 
dealing with worker rights and standards and providing for their 
more effective enforcement by USTR. GSP should be denied to the 
worst offenders, while at the same tine encouraging then to improve 
their records. As stated earlier, real steps to correct abuses 
should be reported annually to the Congress. 

* tighter enforcement of the graduation requirements of the 
present law so that truly underdeveliH>ed countries benefit, while 
the more industrial iaed countries are phased out of GSP benefits. 

* continued exemption of apparel from the duty free provision 
of the current law. 

Before elaborating on these points, I would like to make a general 
comment on one aspect of how GSP has been functioning. Data on GSP 
imports show that the benefits go to a small domestic elite in the 
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benaficiary countries and to the multinational conpanies that naJca 
uae of the program. 

Much of the product that enters the U. S. under GSP le assembled by 
low-wage workers in a few countries. The parts they assemble are 
rarely of their own making and many of the products had formerly 
been made here. In 1994, the top six GSP-using countries accounted 
for 72.1 percent of GSP Imports, while the remaining 116 GSP 
beneficiaries, including the most underdeveloped countries, shipped 
27.9 percent of total GSP Imports. 

With respect to my specific suggestions. Section 502 (c) (7) of the 
Trade Act of 1974, as amended, requires that, when designating a 
GSP beneficiary country, the President taka into account "whether 
or not such country has taken or la taking steps to afford workers 
in that country ... internationally recognized worker rights.” 

Such rights are clearly defined in Section 502(a)(4) of the Act, 
which includes; 

"(A) the right of association; 

(B) the right to bargain and organize collectively; 

(C) a prohibition on the use of any form of forced or 
compulsory labor; 

(D) a minimum age for the employment of children; and 

(E) acceptable conditions of work with respect to minimum 
wages, hours of work, and occupational safety and 
health." 

Relatively few GSP beneficiary countries are currently in 
compliance with these provisions, although there is no quantitative 
test for these conditions in the Act. We and the AFL-cio have 
repeatedly asked the United States Trade Representative to make use 
of its statutory responsibilities in a number of specific cases. 
With few exceptions, USTR has failed to do so and even the most 
egregious violators of the Act have been granted or continued to 
enjoy GSP status. 

That the cited provisions can be used to help Improve worker rights 
in GSP- favored countries has been made clear in the case of the 
Dominican Republic. Repeated petitions to USTR to pressure that 
country to agree to observe the worker's rights provisions of GSP 
finally led to important changes in how labor is treated. 

The Dominican Republic has now begun to enforce its own labor code 
more effectively and, while problems still exist, unions are now 
allowed to function more openly than ever before and to represent 
the needs of workers in free trade zones. This shows clearly that 
USTR can use the Act to insure that workers are allowed to exercise 
their rights. Unfortunately, the same situation has not prevailed 
in the case of a number of other Caribbean countries, notably in 
Honduras and Guatemala, because of an apparent reluctance by USTR 
to use the powers entrusted to it to enforce the Act's provisions. 

What is Involved here, in addition to using GSP to advance 
democratic practices in beneficiary countries, is an Important 
economic aspect. Talk of reciprocal market opening by countries 
that benefit from U. S. trade policy can only be meaningful to the 
export of U. S. -produced products to these countries if their 
people have the wherewithal to purchase U. S. products. 

This can only occur If the income of the workers of these countries 
permit them to purchase U. S. products. The best way for this to 
occur, as history has shown, is when workers have the right to 
organize and to bargain collectively in their own Interests. 
Otherwise, the policy becomes a sham that hides the perpetuation of 
these countries as low-wage suppliers. 

With respect to apparel products, since its inception more than 
twenty years ago GSP has included two key provisions that exclude 
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most apparel products from duty-free entry. Section 503(c) (1) says 
that articles eligible for GSP cannot include one "within the 
following categories of import sensitive articles: 

("A) textile apparel articles which are subject to textile 
agreements .... 

"(G) any other articles which the President determines to be 
import-sensitive in the context of the General System of 
Preferences. " 

Under provision (A) , apparel products covered by the Hultifiber 
Arrangement (NFA) have been exempt from GSP eligibility. These 
include garments made of cotton wool, man-made, vegetable fibers 
or silk blends. While there is little doubt that apparel is highly 
import-sensitive, given the 65 percent import penetration level, 
until now use of section (G) was unnecessary. Attention must now 
be directed at this section because of the Uruguay Round decision 
to end HFA coverage in ten years. 

In the past, attempts have been made to remove from GSP legislation 
language specifically referring to apparel. We urge your 
Subcommittee not to accept such changes if and when it proposes 
renewal of GSP. Given the high level of import penetration, this 
committee should seek to preserve the remaining U. S. apparel jobs. 

AS my testimony makes clear, the ILGWU supports extension of GSP. 
we believe that this must be accompanied by tighter enforcement of 
its existing provisions. Graduation of countries as their 
economies develop should be enforced. Hy proposals aim to make GSP 
a more effective weapon to promote democracy and higher living 
standards in beneficiary countries. GSP benefits should be denied 
to countries that ignore labor rights and standards. 
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7300 Wbs» Boston Slreei 
Cnandler. Arizona 85226-3224 
liBtephons (602) 96 1 -SOOO 
Facsimile (602)961-1370 


March 17, 1995 


The Honorable Riilip Crane 


Chairman 

Subcommittee on Trade 
Committee on Ways and Means 
U.S. House of Representatives 
1 104 Longworth House Cffice Building 
Washington, DC 20515 


Dear Rqjresentative Crane: 

I am writing on behalf of Inter-Tel, Incorporated to advise you of our concern that the Generalized System 
of Preferences (GSP) program m^ expiit, yet afftin, in the very near future if the Administration does n(^ 
take action soon to introduce a reauthorization proposal to Congress, and ensure its enactment. As you 
know, the Administration committed in the Statement of Administration Action to the Uruguay Round 
implementing l^islabon that it would introduce such a reauthorization “early in 1S>9S." The program is 
scheduled to expire July 2 1 . 

I want to assure you, on behalf of Inter-Tel, Incorporated, that the GSP program remains consequential to 
our business. Inter-Tel dadgna {xoduces aiKl markets business telephone systems, voice processing 
software, and ^iplicatioii software cm an intematirmal basis. We are a hwnty-five year old company 
based in Chandler and currently employ over 760 people. Inter-Tel is proud to manufacture the majority 
of our products in Arizona. However, roughly forty percent of the products we sell are manufactured to 
our specifications in the Philipf^es. and these goods are an integral part of products which we 
manufacture in Arizona. If the GSP pn^ram is allowed to lapse again, our costs on products 
manuCactured in the Philippines will increase at an estimated rate of 

Telecommunications is a rapidly changing, highly competitive industry, with market shares changing 
daily. This level of increase could potentially be devastating to a company of our size. With foreign 
competitors such as Northern Telecom, Toshiba. NEC and Panasonic it is imperative that we don’t find 
ourselves at a serious disadvanti^ wtwn the GSP fmogram is allowed to lapse. We make recurrent use of 
this program, and our company’s future is greatly influenced by it. 

The str^aod-start nature, characterized by the GSP renewal efforts in the past, is disruptive and costly to 
our busin»s. It is impmtant to us, to our workers, and to our competitiveness that the GSP program is 
renewed, especially since Cbc jobs of employees in our oationwidc offices and dealerships are at stake 
if GSP is terminated. It is with this perspective in mind that I strongly urge you to offer renewal 
l^slarim immediately. It must not be allowed to Uqse or to expire altogether. 

Sincerely. 

INTER-TEL, INCORPORATED 


Steven G. Mihayro V 
Chairman and Chief Executive Officer 


Qs 


SualtyFlrsL.Cam^aedTbE!aSenx 
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iNTEGRATED^f® 


Much 17. 1995 


The Honcnble Philip Oane 
Quinnan 

Subcommittee cn Tnde 
CommittBeon Ways snd Means 
U^.Houseof Rcpecaentativcs 
1 104 Longwcrti House Ofiioe Bulding 
Washingtoii.DC20S15 


Deu Quinnan Crane: 


I am writing on behalf of Inter-Td InoapofalBd to advise you of onr ccmcem thu the Goieralized 
System of Prefennces (GSP) program may expiie. yet again, in the very near future if the Administration 
does not take action soon to introduce a leaudioiixuion pmpoal to Congress, and ensure its enactment 
As you know, the Administration oonunitted in die Statement of Administraikm Actirai to the Uruguay 
Round implementmg Ifyslation that it would introduce such a reauthorizatkn “ealy in 1995.’* The 
program is scheduled to esinie July 21. 

I want to assure you. on behalf of htter-Td Dicoipoiaied. that the GSP program ranains craisequential to 
our business. Inter-Tel des^ns, produces and markets business tdephone systems, voice processing 
software, and application software on an intanational basis. We are a twenty-five year old oxiqnny 
based in Chandler and curreidy enqdoy over 760 peof^. Inier-Td is proud to mainfactuie the m^inity 
ot our products in Arizona. However, tou^y forty percent of the products we sell are numuftictured lo 
our specifications in the Philippiiies. and diese goods ate an inCefral part of inrodncls which we 
manuflactiire in Arbou. If the GSP program is allowed to lapse again, our costs cn imxlucts 
manufoctuted in the PhUippmes will increase at an estiinated rase of 

Tdecommunicacions is a rapidly changing, highly competitive industiy. with market shares changing 
daily. This level of increase couU porenttally be devastating to a company of our size. With foreign 
competitors such as Noidiem Tekoom. ToshUw. NEC and Panasonic it is impeiative that we don’t find 
outsdves at a serious disadvaniage when the GSP program is allowed to lapse. We make lecuncnt use of 
this program, and our company's future is greatly influenced by it 

The siop-and-start nature, characterized by the GSP renewal eflbns in the past, is disruptive and costly to 
our business. It is important to us. ro our workers, and to our competiiiveaess that the GSP program is 
renewed. especia0y since the jots of Arisooa employees are at stake if GSP is terminated. U is with 
this perspective in mind thnt I strongly nrge yon to offer rcnewnl hgUation hnmcditoielj. It mint 
not be nitowed to Iqtae or to capire nMogethcr. 


INIER-IBL, INCORFORAIED 

Carolyn S. Sinclair 
Secretary. Technical Support 




7300 Wbrt Borton SItmI* Oicmdhr. AZ 85226* WephoM 602-961-9000 Focsimib 602-961-1370 
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Statement bjr Riclimd L. Bernal 
Ambassador of Jamalea to the United States 
Snbmitted to the House Wajrs and Means Subcommittee on Trade 
on Renewal of the GeneraUaed System of Preferences (GSP) 

Mareh 13. 1995 

The Government of Jamaica strongly supports Congressional reairthortzation of 
the Generalized System of Preferences (GSP) this year. 

The GSP program establishes important tangible and symbolic mechanisms 
that support trade-based growth and economic reform throughout the 
Caribbean and the developing vmrld. The GSP provides developing countries 
market access to the United States for many non-traditlonal exports, 
generating a critical source of foreign exchange. These earnings, in turn, help 
finance future Imports or investment In productive capacity, stimulating job 
creation and advancing the cause of trade liberalization. 

Moreover, the US commitment to trade-based growth, through such programs 
as the GSP. sends an unmistakable si^al of US support for this process of 
economic growth and trade liberalization throughout the developing world. As 
Caribbean countries have sought to restructure their economies to take 
advantage of the benefits of increased US trade links, they have undertaken 
policies to reduce tariff and other import barriers, privatize state-owned 
entities, eliminate contmls on prices and exchange rates, and lessen the hand 
of the government In the economy. They have also undertaken to establish fair 
labor codes, strengthen Intellectual properly protection, and establish sound 
environmental policies. The resulting policy mix has allowed the private sector 
to become an engine of sustainable development and economic growth 
throughout the region. 

Ultimately, economic growth in the Caribbean regon and throughout the 
developing world Is important for US interests. The Caribbean Basin's 
experience with trade-based development provides an Instructive model for the 
United States. As the Caribbean Basin economy has developed, for example, 
so too has Its ability to Import US goods and services. From 1985 to 1994. 
US eiqports to the Cor^ahean ham ejqnmded tiy ototv than 235 percents 
Throughout the Caribbean, much tradebaeed gromth has M to the 
creation qfcloae to 17,000 USjbbs a year for the past decade. Finally. 
US consumers benefit from greater access to the products of the developing 
world. 

As Congress continues to address its trade agenda this year, part of Its 
attention must center on the mechanisms that enable foreign countries to 
remain healthy and vigorous trading partners of the United States. The 
Subcommittee has already taken the lead on this through timely consideration 
of the Caribbean Basin Trade Security Act. a measure that will significantly 
benefit US/Caribbean trade links. Another sure mechanism to help promote 
stronger trade-ba^^ growth throughout the Caribbean Is the Generalized 
System of Preferences (GSPl. 
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US/CBl Trade Statistics (1985 • 1094) 
(MUlions of US Dollars) 



US 

US 

Annual 

Export 

Trade 

Year 

Imports 

Exports 

Growth 

Balanc 

1985 

6687 

5942 

— 

-745 

1986 

6065 

6362 

7.1% 

297 

1987 

6039 

6906 

8.6% 

867 

1988 

6061 

7690 

11.4% 

1629 

1989 

6637 

8290 

7.8% 

1653 

1990 

7525 

9569 

15.4% 

2044 

1991 

8372 

10013 

4.6% 

1641 

1992 

9627 

11263 

12.5% 

1516 

1993 

10378 

12428 

10.3% 

2026 

1994 

11495 

13441 

8.1% 

1946 


Average Annual U.S. Eji^tort Growth: 9.5% 

Note: 1994 marked the 9th straight year qfV.S. trade surpluses 


Number of US Workers Dependent on 
Trade srlth the Caribbean Basin Nations 



Total 

Number of 


Number of 

New U.S. Jobs 

Year 

liSWPEkers* 

Created Per Year 

1985 

118,840 

— 

1986 

127.240 

8.400 

1987 

138.120 

10,880 

1986 

153.800 

15,680 

1989 

165.800 

12,000 

1990 

191.380 

25,580 

1991 

200.260 

8,880 

1992 

225.262 

25.002 

1993 

248.552 

23.290 

1994 

268.814 

20,292 


Averosre Annual Job Creation; 2 6,667 

* Assuming that $1 billion in US exports creates 20.000 US trade-related Jobs. 
Source: US Department of Commerce. US Intematlwial Trade Commission 
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Statement Submitted on Behalf of The Lackawanna Leather Company 
in Sofipoft of the Timely Renewal of the 
United 5ilate« flmeniliTed System of Preferences rGSP'VPfOgiam 


Tills written statement is submitted on behalf of The Lackawanna Leather Company 
("Lackawanna Leather”) in suiqxirt of the tirndv renewal of the United States Generalized 
System of Prefeiences (*GSP") Program. Lackawanna Leatha has utilized the GSP Program 
since its incqvticm in 19^5 to import leadm* hides into the United States from a variety of 
Beneficiaiy Developing Countries. The GSP Program has been instrumoital on allowing 
Lackawanna Leather to import hides and to sell them to the U.S. leather fuimtuie industry at 
prices which permit U.S. -made leatho* furniture to compete against modoatdy priced leather 
furniture imported into the United States from primarily Italy in the highly competitive, 
lower end of the U.S. leather furniture market. 

Lackawanna Leather urges not rnily that the GSP Program be renewed, but that it be 
renewed for a minimum paiod of five years, and preferably for a period of la years . The 
business community needs to operate in an environmoit of certainty in ordn to make rational 
long-term planning and investment decisions. The uncertainty over whether the GSP 
Program will be renewed by the United States, and whether products will be able to enter the 
United States duty-free unda the GSP Program over the long-term, has made it very difficult 
to develop and adopt business plans for the future. A five to ten year renewal of the GSP 
Program will remove much of the uncertainty which has surrounded the GSP Program during 
the past two years. 

Business decisions and plans are made with the expectation that goods will or will not 
be subject to import duties, not on the basis that at some times they will be subject to import 
duties, and at other times they will not be. At times, a change in the duty status of a product 
can go to the voy heart of a business plan, and soiously impact its overall viability. The 
recent series of short-term (IS months or less) extensions of the GSP Program, followed by 
GSP "gap periods* during which goods which had been duty-free under the GSP Program 
were sudd^y subject to import duties, has been extremely disruptive to business. 
Additionally, the GSP "gap periods” have presented short-term cash flow problems for 
Lackawanna Leatho’ and other companies which were suddenly required to pay import duties 
on articles which had been duty-free. Although all import duties paid on goods entered 
during the GSP "gap periods* are eventually refunded to the importer, the need to pay 
import duties on goods generally subject to duty-free treatment created short-term liquidity 
pr^lcms. 

For this reason, Lackawanna Leather not only urges a long-term renewal of the GSP 
Program, but also a timely renewal of the GSP Pro^am, to prevent the creation of any 
further GSP "pp periods" during which legal authority to permit otherwise GSP eligible 
goods to enter into the United States duty-free lapses. The disruption to business resulting 
from past GSP *gaq> periods" should not be underestimated. The avoidance of any further 
GSP "gap periods* should be a major goal both for Congress and the Administration in 
enacting GSP renewal legislation this year. 

Although the GSP Program was initially enacted primarily to promote the ectmomic 
development efforts of develo|^ countries, over the pak two decades it has also become 
very important to U.S. burinesses. Lackawanna Leather's awareness of the importance of 
the GSP Program to its own operations was heightened by the loss of GSP eligibUity in 1991 
for buffalo leather from Thailand. Lackawanna Leather had spent a great deal of time and 
money in the late 1980's developing a market for buffalo leather as a low-cost upholstery for 
use on moderatdy-priced leather furniture (as an alternative to the more expenrive cow 
leather or less expensive vinyl). U.S. leather furniture manufacturers used buffolo leather in 
an effort to combat the significani surge in impoiU of moderately-priced leather furniture 
from Italy. 
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Thailand was the only country from which bu^alo hides were available in commercial 
quantities in the early 1990's» and tte loss of GSP eligibility for this product, and imposition 
of the 3.7% duty rale, immediately minimized the competitive price ^vantage provided to 
U.S. furniture manufecturers by buffalo leather. While Lackawanna Leathn initially 
absorbed this duty cost (3.7%), it eventually had to pass it along to its customers, who would 
then pass it along to U.S. ctmsumers. Lac^wanna Leather attempted to restore buffalo 
leather from Thailand to GSP digibility in the 1992 GSP Annual Product Review. This 
effort did not succeed, de^te the showing made by Lackawanna Leather that the continued 
loss of GSP eligibility for this product not only adversely affected its own operations, but 
also those of many U.S. producers of moderately-priced leather furniture, who relied on 
buffalo leather from Thailand to compete with imports from Italy. Argum«its in support of 
the effort to restore buffalo leatho’ from Thailand to GSP eligibility, and the evidence 
showing that the continued loss of GSP eligibility for buffdo leather from Thailand not only 
adversely affect Lackawanna Leather and its 600 plus employees in North Carolina and 
Nebraska, but also the thousands of employees employed by its customers, were deemed not 
legally cognizable by the Administration as the effect of the loss of GSP digibility on a U.S. 
businesses or industries who relied on the Program was not a factor listed in the GSP law to 
be considered by the President in making a GSP product removal or product add 
determinations. 

Citing continued intellectual property concerns with Thailand, the petition fled by 
Lackawanna Leather to restore GSP eligibility to bufdo leather fom Thailand was denied. 
While Lackawanna Leather certainly applauds and supports this Administration's and past 
Administration’s efforts to improve intellectual property protection in Thailand and in other 
Beneficiary Developing Countries, it questions why it, and its customers in the United States, 
were the ones forced to pay the price for this effort. 

Lackawanna Leath^* has learned a number of lessons from its experience with buffalo 
leather from Thailand. The first is that the GSP Pn^ram is extremely important to its 
economic and financial wdl-bdng. The loss of GSP eligibility for only one product line 
caused the Company significant economic and financial hardship. Should the GSP (Program 
not be renewed, the loss of duty-free status for all of its products which are otherwise GSP 
eligible would severely affect financial well-being of the Company. 

Second, Lackawanna Leather learned that the GSP Program has evolved significantly 
since its creation. The Program was initially supposed to be a unilateral extension of benefits 
by the United States to developing countries to encourage the development of economic 
infrastructure by providing a competitive advantage to products from Beneficiary Developing 
Countries shipp^ to the United States. Over the past 20 years, however, the Program has 
evolved into a tool of U.S. trade policy and has been used to force Beneficiary Developing 
Countries to make changes in thdr intellectual property worker rights regimes in order to 
maintain their Beneficiary Development Country status. While the goals of U.S. policy in 
these areas are laudable, under current law, the companies or industries in the United States 
who often pay the price for these efforts are often uruelated to those who would benefit most 
from such eftots. This is exactly what happened to Lackawanna Leather, and the U.S. 
leather fuiniture industry, in the case of buffalo leather from Thailand. 

As the Administration and Congress consider amendments to the GSP law, 
Lackawanna Leather would strongly suggest that a provision be added to the law which 
would allow the Administration to take into account the impact that the removal of GSP 
benefits, or the addition of GSP benefits (at least in cases where a request has been made to 
restore GSP eligibility to a product which had previously lost its GSP eligibility), may have 
on a U.S. industry and its emf^yees. Especially in the former case, wbexe U.S. businesses 
may have been built around the GSP digibility of the goods that they may import, such 
concerns are not unreasonable. To deny GSP benefits to U.S. companies because of 
intellectual property or worker rights concerns in a Beneficiary Developing Country can 
unjustly punish U.S. businesses and workers who are not responsible for a Beneficiary 
Developing Country's intellectual prop^, worker rights, or other objectional practices and 
policies, and who would not benefit from any improvements in such policies. While 
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understanding that the purpose of the GSP Prc^ram is not to provide benefits to U.S. 
businesses, the Program should nqt be administoed in a way which is dttrimental (or blind) 
to the interests of U.S. businesses and workm. As dismissed earlitf, the OSP Program has 
evolved significantly from its origins, and no longer has as its primary purpose the extension 
of unilateral trade/benefits to developing countries. Givoi the other purposes for which the 
GSP Program ia now being utilized, the GSP law should be ammded to allow the 
Administration to talce into the account the effect of any actions with re^wct to the 
terminatimi or restoration of GSP ^gibility on U.S. businesses and worlmrs who have 
benefitted from the GSP Program. 

For all the reascms discussed above, Lackawanna Leather strongly uri^ that the 
Congress enact legislation renewing the GSP Program for a pmod of ten yean (or at a 
minimum, for no less than five yean). Lackawanna Leather also urges that die legislation 
extoiding or renewing the GSP Program be enacted by Congress, and signed by the 
Presidmt, prior to July 31, 1995, the date whidi the current GSP Program is to expire. 
The avoidance of another GSP "gap period* should be a major objective of both the 
AdministiaticMi and the Congress. Finally, we would urge that l^al 3uith(»ity be given to the 
Administration to take into account the affect of the termination of GSP ben^ts, or the 
failure to restore GSP benefits, on U.S. businesses and U.S. workers who have or would 
benefit from the GSP Program. 

Your considoation of these points is greatly ai^ieciated by the Lackawanna Leather 
Company, and its 600 plus employees in North C^Uiia and Nebraska. 
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Before The 

Subcommittee on Trade 
Committee on Ways and Means 
United States House of Representatives 


SELECT FISCAL YEAR 1996 BUDGET PROPOSALS 
AND POSSIBLE GSP EXTENSION 


Written Comnents of Ubbey lac. 


Match 13, 1994 


These comments on possible extension of the Generalized System of 
Preferences (GSP) ate filed on behalf of Libbey Inc., a U.S. producer of glassware 
products. Imported glassware like and directly cm^titive with the U.S. products te.g.. 
drinking glasses and stemware, dishes, bowls, cups, sauoen, stovetpp ware and ovenware, 
vases, ashtrays, candle holders, canisters, salt and pepper shakers, figurines) are classified 
under various subheadings of heading 7013 of the Harmonized Tariff Schedules of the 
United States (HTS). 

The U.S. glassware sector has long been recognized as highly import sensitive. 
Congress, accordingly, excluded " import-sens itive semimanufactured and manufactuied 
glass products " from GSP eligibility from the outset. 19 U.5.C. § 2463(cXlKF)t section 
503(cKlKF) of the Trade Act of 1974, Pub. L. 93-618, 88 Stat. 2070 (emphasis added); acc. 
alsfi. Statemern of the Glass Workers’ Protective Leagues of Dlinois-Wisoonsin, hxliana, 
Ohio, Pennsylvania, and West Virginia in The Trade Reform Act of 1973: Hearings Before 
the Sen^ Cgmmincc on Fmance on H.R- 1Q71Q. 93d Cong.. 2d Sess., Part 6 at 2349 
(1974). 

Since enactment of the GSP. the condition of the U.S. industry has worsened. 
The foUowing list of facton confronting the U.S. industry combine to highlight the 
industry’s growing irr^Kut senshivhy: 

extensive plant closings and reduction of en^loyment in the pressed and blown glass 
sector by about 16,000 workers since 1978 (Attachment 2); 

sugnant U.S. glassware demand and consumption (Attachment 3); 

reductions of total U.S. producer production and shipmems (jiL). and depression of 
U.S. prices; 

imports from both GSP and non-GSP countries surging and cqjturing an increasing 
share of stagnant U.S. consun^ion (penetration presently in excess of 40%) 
(Attachments 3 arxl 4); 

an increased range of countries whose exports of ^assware to the United States are or 
will become duty-free under the Caribbean Basin Economic Recovery Act (CBI), 
U.S.-lsmcI FTA. U.S.-Canada FTA, NAFTA, and the Andean Initiative; 
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existing import sensitivity is shown by pie-Uniguay Round tariff on glassware as 
high as 38%, when the U.S. average tariff was about 4%; 

increased imports and increased U.S. producer sensitivity will follow the Uruguay 
Round’s 25% cut of all U.S. glassware tariffs over 15%, t^ higher (or "peak") tariffs 
reflecting products where the industry has the greatest inqxrrt sensitivity; 

general world ovetsupply of glassware and continuous additions of production 
capacity by other industrialized and less-industrialized countries despite this 
oversupply; 

other countries’ producers’ focus upon the United States as the target for their 
glassware exports, the U.S. exceeding other countries' glassware in^Kots by any 
measure (Le., in absolute terms, on a per capita basis, and even when adjusted to take 
account of development level differaices). 


Notwithstanding the condititm of the industry and the intent of Congress that 
import-sensitive semimanufactured and manufactmed glass products not be GSP eligible, 
U.S. glassware manufactuieis and their workers have had to respond to a barrage of 
petitions requesting GSP treatment for glassware articles: every eight-digit item under 
HTS heading 7013 has been the subject of at least one petiti<m since 1989; several have 
been the subject of petitions in four separate reviews. Sfi£ Attachment 1 (summary of 
petitions under HTS 7013 since 1989). 

Petitions are allowed because administrations have inteipreted the words 
"impoit-sensitive" at part (F) of 19 U.S.C. § 2463<cXl) as requiring a case-by-case finding 
of import s^itivity before a GSP request will be denied That, bowevo^, is itot a 
reasonable inteipretatioa. The sponsors of the amendmem that added glass products to the 
list of exclusions at section 2463 clearly understood that "semimannfaenued and 
manufactured glass prodnets" aa impoit sensitive. The legislative history suggests that the 
words "tnqwtt-seiiattive." which were added in confieience, were not intended to Umit the 
types of glass prodneu to be excluded but to describe the condition of the U.S. industry. 
Sa. fi*. 120 Cong. Rec. S. 21396-98 (dafly cd. Dec. 13, 1974); HJl. Rep. No. 1644, 93d 
'X:ong.. 2d. Sess. at 53 (Amendment 411X1974); 120 Cong. Rec. S 22508 (da0y ed Dec. 20. 
1974). 

Moreover, the same "inqwtt-sensitive" inquiry is required by a sqrantfe 
provision of section 2463(cXl) for all products; Lc., aox ariicle found to be mq^oit sensitive 
in the GSP context is to be denied GSP designatkm. 19 U.S.C. § 2463(cXlXO). With that 
general requirement, iro puipoae is served by the exclusion of glass products from OSP only 
when the same, geneml, impoct-sensitivity inquiry applicable to all products is met. That 
is, inteipreting the words "in^wrt-sensitive" at 19 U.S.C. 9 2463(cXl)(F) *o require the 
casc-by-case import sensitivity inquiry already required for all products renders the 
exclusion for glass products meaningless; it is at loggerheads with the rule of statutory 
construction that Congress intends to give meaning to each part of a stamtoiy ptovisioa. 



budgetary pe rsp e ctiv e, that q^proach would lead to increased revenues through imposition 
of duties on the few products under HTS 7013 that are preseoffy design a ted GSP. 
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It would assure no further loss of revenues through GSP designation of additional glassware 
products and would also e lim inate admini5tTative^)ers<Minel costs associated with the 
goveniment's interagency administration of GSP petiticms on glassware. From the 
industry's perspective, it will remove the costly distraction from achieving dcmiestic and 
international conqietitiveiiess. 

As an alternative. 19 U.S.C. g 2463(cKl)fF ^ could be amended bv inserting a 
definition of "import-sensitive" as includinf products on which petitions have been 

previously rejected or denied, acknowledging that the rejection/denial represents a finding 

of import sensitivity. That qjproach would amtinue the GSP designaticm of articles that 
are already GSP while preventing addition of oras already found to be import sensitive. 

2. Continue Exclusion of Glass Also for Least Developed Developin g 
Countries 

The prc^Ktsal put forth by the Administration on GSP renewal when Uruguay 
Round implementation was at issue would peimh giving GSP benefits for a particular 
product to least developed developing countries (LDDCs) only. Sec. 3(aK4) of 
Administr ation Proposal on Renewal of the Generalize d System of Preferences fGSP> 
Program (May 16. 1994). This Subcommittee's draft proposal of June 29, 1994, adop^ 
that approach as well. Uruguay Round Trade A yiecnients Draft Implememiny Prop o sal. As 
Amended and RecommeDded bv The Subcommittee on Trade Cmtimittee on Ways and 
Means (June 29, 1994) at 185. Although the substantive changes of those proposals were 
not made part of the law whm GSP was extended unchanged through July 31, 1995, they 
likely will beccmie the basis for draft OSP legislation this year. 

Libbey's concern with those drafts is that they would prevent GSP designation 
for the LDDCs only of certain of the products presottly exempted under § 2463(cXl); 
"in^rt-sensitive semimanufoctured and manufacnued' glass prodncts" is not c«ie of the 
excepted products. The LDDC exemption in those drafts would be limited to textiles and 
apparel, watches, and footwear and related articles; i.e. those specified in snbparagrq>hs 
(A), (B) and (E) of 19 U.S.C § 2463(cXl). Libbcy ittwcata Ibai ’’imm-acnaitive 
aemimanufactiirBd and mamiiactmcd glass products." subparagraphs (Fi of 19 U.S.C. g 

2463(cXl). alw be canpted frgm GSP dtatignuinn in ifae LDDC comm- Although the 
LDDCs do not presently account for a significant portion of total inpoits, major 
inlemational producers can easily establish facilities in other countries when there is a 
reason to do so. The potential savings of tariffs as high as 38% would provide that 
incentive. Moreover, this would be only one among many p rogr am s under which glassware 
enters, or will in the future enter, the United States fice of duties (c,g^. NAFTA, U.S.-lsrael, 
CBI. Andean) or under which taiifib will be reduced (Unigu^ Round). For an industry as 
inport sensitive as glassware, each new pr o g r am grantin g doty-fiee or reduced-duty access 
to this market adds to the cumulative dislocating effects already being felt. Accordingly, 
glass products should continue to be excluded from GSP designation; an exception should 
not be made for the LDDC^. 

3. Inclusion of the mpilatimiU tbreg-vear role in ifae stamie itself and its extension 

to instances in which the President has drclinrd t n mitiflWi ■ review 

Under USTR’s current regulations, an interested party m^ subnut a request to 
designate additional articles as GSP eligible, "provided that the article has not been 
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Kcepted for review within the three preceding calendar years." 19 CFR 2007.0(aXl>. 
Thus, where a party petitions to add a product to the list of eligible products aixl the petitKHi 
is denied, no new petition regarding the same product may be accepted for review for a 
period of three years. The three-year rule was established to prevent needless rearguing of 
petitions where a product has already been found to be import-sensitive. Sfi£> e. g.. Possible 
Renewal of the Generalized S 3 rstem of Preferences-Pait I , Hearings Before the 
Subcommittee on Trade of the Committee on Ways ami Means, ^th Cong., 1st. Sess., 
Serial 46 at 140 (Statement of James J. Whhsett, Presktent, Anti-Friction Bearing 
Manufacturers Association, Inc.) (1984); Possible Roiewal of the Generalized System of 
Prefermces-Part 2, Hearing Before the Subcommittee on Trade of die House Committee on 
Ways and Means, Serial 59 (February 8 and 9, 1984) at 8 (Statement of Bobby F. McKown). 

In practice, however, USTR has, in the context of the "special" GSP review for 
Central and Eastern Europe, waived the three-year requirement and accepted for review 
petitions that had been rejected within the three-year time period. 56 Fed. Reg. 37,758 
(August 8, 1991). 

In addition, in its current form, the three-year rule does not qipear to apply 
where a petition was, for whatever ieas<Mi, rejected before review. The rationale of the 
three-year rule applies equally where a petiti<m was rejected prior to review, provided the 
tejecti<m was for reasOTS other than a tedmical deficiency in the petition. Thus, where a 
petition was rejected prior to review because of the cleady import-sensitive nature of the 
product, new argumoit on the same issue should not occur before three years have elapsed. 

To achieve this. LiUiey proposes that the statute inco rp or^ an amended verskm 
of the present three year rule (modeled, with amendmoits onderscored, on 19 C.F.R. 
2007 .(XaX 1 ) and 19 CFR 2007.1(aK4)) as follows: 

An interested party may submit a request (1) that additional articles 
be designated as eligiUe fm OSP duty-foee treatment, ptovkled that 
(he article has not been accepted for review or rejected priof to 
review for other than a technical defidenev in the petition 

widiin die three preceding caloidar years; 


If it is a request for a product addition, die i^knis request must not 
have been formally accepted for review or rejected p iW to review for 
reasons other than a technical deficienev in the petition whhin the 
preceding three calendar year period .... 

Although the administration indicates thtf it intends through regulation to cause 
reviews for product additions to occur only every third year, it would be prudent to include 
the three-year rule in the stature itself, and to indicate in the statute or related reports (£ 4 ^, 
statement of administrative action) that exceptions to the three year rule will not occur. 

Of course, the exclusion of glass products from OSP eligibility would make 
codification of the three year rule irrelevant from Libbey ’s perspective. 


4. Ctmclugion 

Notwithstanding the prohibition against designating "in^rt-sensitive 
semimanufactured and manufactured glass jnoducts" as GSP eligible, the U.S. glassware 
industry and its workers have been repeatedly put to the cost and burden of teqKmding to 
foreign entities' petitions requesting that individual glassware articles be designated GSP 
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eligible. Each glassware tariff item under heading 7013 of the Harmonized Tariff 
Schedules of the United States (HTS) which is not designated GSP eligible has been the 
subject of at least me GSP petition that was rejected or denied since 1989. Against that 
background, permitting new GSP petitions on glassware would be onfur to the U.S. 
industry and its workers. It would also be unfair to partially eliminate the exclusion by 
limidtig die number of GSP beneficiary countries to ^idiich it would qiply. Accordingly, 
Libbey asks; 

(1) that the statutory exclusion of "import-senskive semimanufiactured and 

manufactured glass products" from GSP eligibility be amended, either (a) by deleting 
the words "inqrort-sensitive" which prraently precede "semimanufactured atxl 
manufactured glass products" at 19 U.S.C. § 2463(cKlXF) to more clearly reflect the 
original intent of Congress to exclude glass products GSP designation, or (b) 
adding a definition of the term import-sensitive." as it appears at sectkm 

2463(cK1KF), to include "glass products not presendy designated GSP eligible which 
have been since 1989 the subj^ of one or more rejected or dmied petitions for 
additions to the list of GSP eligible products"; 

(2) that no countries be exen^jted from the exclusion of glass from GSP eligibility 
fi.e. . that the glass product exclusion also be ^iplied to LDDCs); and 

(3) that the three year rule be added to the statute as part of the renewal process, that 
it not be subject to exception, and that the same significance attadi to a refusal to 
initiate a review as attaches to a denial of a petition which is reviewed. 

Respectfully submitted. 

STEWART AND STEWART 



Terence P, Stewart 
Charles A. St. Charles 



GSP PETITIONS ON GLASSWARE CLASSIFIABLE UNDER HTS 7013 
1989-1902 
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ATTACHMENT lA 


In Cumnt Ooften 

Glasswire Clastifiabla Undar HTS 7013 and TSUS 546: Af^parant Conauirtpdon, 
Imports, and Imports as a Pareantaga of Apparant Consumption 



A 

Dotnosllc 

Pniduom' 

Sh^nnrts 

Fran 

MA32E 

a 

ktatftmt 

Tmfws 

From 

MA32E 

s. 

M 

Oomaafc 

Pnduesn’ 

aUsimas 

M-a; 

Q 

Ei^orts 

C 

hnporta 

U.S.Cona. 

fc-o+e; 

linpartt% 

orTaU 

U.S. Corn 

1976 

1730 

$55 

$675 

$64 

$04 

$706 

13J« 

1977 

9766 

$55 

$729 

$68 

$113 

$773 

14.8% 

1978 

U65 

$86 

$779 

$90 

$168 

$857 

19.6% 

1979 

S912 

$106 

$806 

$89 

$210 

•027 

22:6% 

1980 

SI, 030 

$168 

$864 

$103 

$240 

$1,001 

24.0% 

1961 

$1,190 

$160 

$970 

$114 

$252 

$1,108 

22.7% 

1962 

SI, 152 

$143 

$1,009 

$83 

$282 

$1,200 

23.4% 

1963 

$1,163 

$272 

$912 

$83 

$339 

$1,168 

26.9% 

1964 

$1,307 

$361 

$946 

$85 

$463 

$1,343 

345% 

^9e6 

$1,215 

$415 

$8X 

$49 

$472 

$1,223 

38.8% 

1966 

$1,276 

$465 

$613 

$46 

$537 

$1,304 

41.2% 

1967 

$1264 

$4S3 

$611 

$68 

$sso 

$1,301 

42.3% 

1968 

$1,362 

$575 

$767 

$67 

$561 

$1,»1 

44.7% 

1989 

$1,360 

$546 

$611 

$68 

$622 

$1,348 

46.2% 

1990 

$1,397 

$808 

$791 

$123 

$837 

$1,296 

48.4% 

1991 

$1.4S2 

$666 

$792 

$137 

1801 

•ijse 

47.8% 

1992 

$1,575 

$718 

$656 

$151 

$635 

$1>42 

47.3% 

1993 

$1,600 

$894 

$906 

$168 

$672 

•1,411 

47.7% 
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ATTACHMENT 3B 


In Constant f 987 Dollars 

Gtasswore CbssHlable Under HTS 7013 end TSUS 546: Apparent Consumplion, 
Importa, and Importa ae a Percantape of Apparertt ConeumpHon 
(MKon>o(U.S.Ooan) 



6 

DomOTtIc 

Producen* 

SHpmenti 

From 

MA33E 

fi 

Tranetef* 

From 

lriA32E 

£ 

Net 

Pomerte 

Producer*' 

SNpmenN 

fA-aj 

Q 

Ejpoim 

c 

Importi 

U.3.Cona. 

fC-D*£J 

fanpottoW 
of Total 

U.S. Com. 

1976 

$1,396 

$105 

$1,291 

$104 

$195 

$1,342 

11.6% 

1977 

$1,404 

$99 

$1,305 

$107 

$170 

$1,387 

12.4% 

1976 

$1,435 

$143 

$1,292 

$130 

$238 

$1,390 

17.0% 

1979 

$1,392 

$162 

$1,231 

$114 

$252 

$1,369 

18.4% 

1980 

$1,437 

$232 

$1,205 

$118 

$237 

$1,324 

17.9% 

1981 

$1,457 

$228 

$1,229 

$122 

$241 

$1,347 

17.9% 

1982 

$1,374 

$170 

$1,204 

$67 

$283 

$1,400 

20.2% 

1983 

$1,357 

$312 

$1,045 

$65 

$353 

$1,334 

26.5% 

1984 

$1,436 

$367 

$1,039 

$66 

$489 

$1,462 

33.9% 

1985 

$1,287 

$440 

$847 

$50 

$513 

$1,311 

30.2% 

1986 

$1,318 

$480 

$839 

$47 

$576 

$1,368 

42.1% 

1987 

$1,264 

$453 

$811 

$56 

$550 

$1,301 

42.3% 

1688 

$1,311 

$553 

$757 

$64 

$993 

$1,247 

44.4% 

1989 

$1,253 

$506 

$748 

$60 

$577 

$1245 

46.4% 

1090 

$1,233 

$535 

$698 

$112 

$964 

$1,190 

40.0% 

1991 

$1,235 

$560 

$674 

$124 

$544 

$1,005 

49.7% 

1992 

$1,303 

$563 

$710 

$137 

$581 

$1,153 

50.3% 

1993 

$1,296 

$562 

$734 

$154 

$628 

$1208 

52.0% 
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U.S. IMPORTS OF GLASSWARE: 1989-1994 

FAS Mb* bt SOOOs : Ranked on 1994 Mb* 


M0N<05P COUNTRIES 


FRANCE 

S1 12.021 

$120,374 

$.110J7S 

$07,883 

$101,407 

1115,475 

2.53% 

GERMANY 

188,856 

$84,772 

181.500 

$82,385 

$73,034 

$84,078 

22.10% 

IRELAND 

173,082 

$55,100 

$61,411 

$40J&1 

$55,675 

$84,752 

■11.37% 

ITAUY 

127,588 

$32,413 

$31,612 

$34,610 

$32,000 

$30,753 

40.48% 

AUSTRIA 

118,505 

$15,780 

$18,587 

$20,014 

$20,350 

$38,000 

111.31% 

CHINA (MAINLAND) 

$4,838 

$8,725 

$8,847 

$15^356 

$22,024 

$34,860 

608.47% ' 

JAPAN 

$24,876 

$23,130 

$28,042 

$34,337 

$37,512 

$33,103 

32.78% 

MEXICO 

$21,174 

$18,771 

$18,672 

$21,672 

$24,230 

$37,504 

20.00% 

CHINA (TAIWAN) 

$27,688 

$26,061 

$28,776 

$32,564 

$20,423 

$26,030 

-4.48% 

SWEDEN 

$14,337 

$13,000 

$10,085 

$10,268 

$12,550 

$1^100 

-15.18% 

SPAIN 

$6,071 

$5,027 

K614 

$8,318 

$6,570 

$12,106 

0930% 

CANADA 

$3,503 

$3,826 

$3,707 

$6,106 

$8,038 

$11,200 

213.04% 

UNREO NNODOM 

$8,880 

$0,064 

$7,206 

$8,232 

$8,421 

$0,000 

11.74% 

KOREA. REPUBLIC OF 

$5,532 

$5,006 

$8,030 

$5,600 

$5,834 

$4,010 

•1125% 

PORTUGAL 

18,640 

$7,003 

$8,853 

$4,384 

$4,334 

$3,000 

-40.00% 

SWITZERLAND 

I8ZS 

$2,880 

$1,386 

$1,004 

$2,022 

$3,576 

50121% 

NETHERLANDS 

$1,575 

$1,175 

$1,474 

$2,007 

$2,537 

$3A32 

123-63% 

BELGIUM 

$3,544 

$5,574 

$3,040 

$3,357 

^020 

$3,330 

-0.04% 

HONGKONG 

$1,658 

$1,550 

$1,300 

$1,152 

$1,774 

$1,230 

-25.17% 

DENMARK 

$854 

$440 

$3,172 

$716 

$620 

$1,034 

58.25% 

FINLAND 

$1,852 

$716 

$1,110 

$1,121 

$801 

$850 

-53.84% 

NORWAY 

S17Q 

$182 

$207 

$178 

$102 

$308 

100.06% 

AUSTRALIA 

1840 

$487 

$387 

$348 

$383 

$80 

-08.13% 

ICELAND 






$73 


GREECE 

$151 

$108 

$118 

101 

$74 

$00 

-55.00% 

LUXEMBOURG 

$85 

$78 

$40 

$400 

$70 

$27 

-87.78% 

ARMENIA 






$14 


VATICAN CITY 






10 


MONACO 

$0 

$7 

$146 

$00 

$0 

$7 


BERMUDA 

$0 

$0 

$0 

$4 

$8 

$3 


SMGAPORE 

$21 

$8 

$20 

$11 

$15 

$3 

-68.40% 

SYRIAN ARAB REPUBLIC 






$3 


UECHTENSTEIN 

$4 

$27 

$0 

$3 

$23 

$2 

-35.80% 

NEW ZEALAND 

10 

$0 

$2 

$0 

$2 

$2 


GUADELOUPE 

$1 

$0 

$0 

$4 

10 



GERMAN OEM. REP. 

$5,018 

$X811 

$0 

$0 

OO 



SAN MARINO 

$0 

$0 

$0 

027 

003 



FR 80.-ANTART1C LANDS 

$5 

$0 

00 

oo 

00 



MARTMOUE 

10 

$0 

10 

$0 

00 



UNITED ARAB EMIRATES 

$16 

$0 

00 

$0 

00 



FED. ST. MICRONESIA 

$0 

$0 

00 

$10 

00 



IRAN 

10 

$0 

030 

00 

so 



IRAQ 

$0 

$28 

00 

00 

oo 



NOWGSP COUMTWES 

I4N^ 


$4a44« 

$441^00 

$401.810 

$816,004 

t0J*% 

Panant of Total: 

86.02S 

m.oa% 

84174K 

83M% 

91.74% 

82.0f« 



QSP COUNTRIES 


LODCOSP 


HAITI 

$80 

$36 

$442 

$311 

$226 

$210 

28284% 

SIERRA LEONE 

$0 

$0 

10 

$0 

1460 

$118 


BANGLADESH 

MOZAHBiaUE 

$2 

$0 

$2 

$0 

$0 

$1 


RWANDA 

$25 

$0 

$0 

30 

00 



OTICROSP 








POLAND 

$11,457 

$15,873 

$10,481 

$22,300 

$27,250 

$33,417 

10108% 

SLOVENIA 

$0 

$0 

$0 

110.770 

$20,633 

$23,081 


THE CZECH REPUBLIC 

$0 

$0 

$0 

$0 

$12,022 

$12,636 


HUNGARY 

$3,706 

$3,503 

14.882 

$5,200 

$8,085 

$8,153 

05J2% 


Somoa: U.S.DaptotComm9tn,BunmiofCanau3. Exdudma (or kaim cUMtNad undtr HTS 70t3.«- Gtawi 
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Jin 

Jtt 

jni 

jnz 

jm 

an 

WChB66« 

ROMANIA 

$7,066 

$5,113 

$3,882 

$2,036 

$1,788 

$5,145 

-27.3B« 

INDONESIA 

$3,146 

$3,261 

$4,082 

$8,446 

$7,320 

$5,030 

134.84% 

TURKEY 

$7,708 

$6,942 

$5,268 

$5,313 

$5,704 

$4,831 

•36.01% 

TTfAliANO 

$1,S1S 

$2,153 

$1,886 

$1.BB4 

$2,577 

$3,102 

62.00% 

MALAYSIA 

$573 

$613 

$1,040 

$2,568 

$2,755 

$3,030 

430.13% 

CROATIA 

$0 

$0 

$0 

$1,386 

$2,742 

$2,491 


SLOVAtOA 

to 

$0 

$0 

SO 

$1,071 

$2,001 


BRAZIL 

$1,817 

$1,880 

$1,015 

$1,238 

$1,622 

$1,875 

3.18% 

DOMINICAN REPUBLIC 

to 

$2 

$13 

S330 

$600 

$1,381 


PHtUPPINES 

10 

$5 

$6 

$85 

$236 

saaz 


EGYPT 

$1S 

$2B 

$253 

$342 

$341 

$803 

4135.10% 

BOSNIArHERCEOOVINA 

$0 

$0 

$0 

SO 

$17 

$870 


INDIA 

$61 

$61 

$75 

$117 

$387 

$800 

687.84% 

ARGENTINA 

$838 

$1,373 

$575 

$341 

$138 

$483 

^.67% 

ISRAEL 

$455 

$388 

$180 

$210 

$375 

$393 

-13.68% 

COLOMBIA 

$335 

$217 

$186 

$140 

$282 

$382 

14.01% 

RUSSIA 

$746 

$676 

$306 

$403 

$386 

$382 

-52.79% 

BELARUS 

$0 

SO 

$0 

$0 

$158 

$291 


GUATEMALA 

$63 

$22 

$5 

$30 

$20 

$248 

208.32% 

BULGARIA 

$117 

$316 

$28 

$14 

SS3 

$181 

54.33% 

ECUADOR 

$6 

SO 

$50 

SO 

$10 

$137 

2173.10% 

UKRAINE 






$121 


TUNISIA 

to 

$1 

$0 

$1 

$0 

$110 


VENEZUELA 

$60 

$274 

$156 

$121 

$88 

$100 

78.88% 

PANAMA 

$37 

$43 

$50 

$8 

$75 

$45 

21.86% 

URUGUAY 

$37 

$8 

$0 

$44 

$35 

$36 

4.34% 

PAKISTAN 

$16 

$0 

$7 

$0 

SO 

$33 

102.88% 

MACAO 

$0 

SO 

$0 

S2 

$0 

$18 


REP. OF SO. AFRICA 

$0 

$0 

SO 

$6 

$0 

$17 


COSTA RICA 

$0 

$0 

$0 

$5 

$0 

$15 


PERU 

$34 

$58 

$14 

$10 

$10 

$13 

-63.07% 

BURUNDI 






$12 


SWAZILAND 

$0 

SO 

SO 

SO 

$1 

$11 


LEBANON 

$4 

$0 

$0 

$4 

$0 

19 

107.01% 

BARBADOS 






S3 


LITHUANIA 






S3 


MOROCCO 

$0 

SO 

$0 

S3 

$43 

$3 


MALTA AND OOZO 

$14 

$8 

$4 

SO 

SO 

$3 

-81.43% 

SURINAME 






$2 


CHILE 

$34 

$98 

$85 

$0 

$2 

$1 

-06.78% 

FRENCH POLYNESIA 






SO 


CAYMAN ISLANDS 

$6 

$1 

$1 

$8 

$0 



ARUBA 

$0 

SO 

SO 

$13 

$0 



BAHAMAS 

$8 

SI 

$0 

$16 

so 



MAURITIUS 

$0 

SO 

$37 

S3 

so 



YUGOSLAVIA 

$36,863 

$34,843 

$25,888 

$12,880 

SIDS 



TRINIDAD AND TOBAGO 

$451 

$73 

$68 

SO 

SO 



TONGA 

$0 

$1 

SO 

$0 

$0 



TOKELAU ISLANDS 

$0 

$0 

SO 

SO 

$29 



SRI LANKA 

to 

$4 

so 

$0 

SO 



SEYCHELLES 

$0 

SO 

$0 

$0 

$4 



JAMAICA 

$0 

$7 

so 

$0 

$0 



MONTSERRAT 

$0 

SO 

$0 

$0 

SO 



COCOS ISLANDS 

$0 

SO 

$0 

$0 

$82 



KYRGYZSTAN 

$0 

SO 

$0 

S3 

SO 



ZAIRE 

•0 

$4 

$0 

SO 

so 



JORDAN 

$0 

SO 

so 

so 

$2 



ANTIGUA 

$4 

$34 

so 

so 

SO 



HONDURAS 

$0 

$0 

S3 

10 

so 



GLA'ANA 

SO 

S3 

$0 

$0 

10 



GHANA 

S3 

SO 

so 

$0 

10 



DOMINICA 

$33 

so 

S43 

$15 

$11 



CZECHOSLOVAKIA 

$4,303 

K211 

$8,534 

$10,151 

so 



NETHERLANDS ANTILLES 

$3 

SO 

$0 

$0 

$3 



OSPCOUVTWS 

$71,236 

$72,211 

$77,30# 

$MJ40 

$1034M 

$111,38$ 

••l26% 

PwnWe/reCM- 

13.86K 

13.97% 

f&20K 

19.47% 

19.29% 

f7.36» 


ToMAICountrin: 

•606,668 

$818,604 


ISStJSO 

$666J21 

$8S6jn7 

36j6ff% 


Solve*.- US. D*^ or Comnwc*,Bu/Mu of Cfffisus. ejrcWoodifiterI*m*eto»*«*tfi«idwMrs TOflfO-GtavCwwrtB*. 
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Maich7. 199S 

The Honorable Philip M. Crane 
Chainnan, Subcommittee on Trade 
Committee on Ways and Means 
U.S. House of Rejxeseatatives 
1 102 Longworth House Office Building 
Washington, DC 20515 

Dear Chairman Crane: 

In response to the Trade Subcommittee's reqiKst for written comments on an extension of the 
U.S. Generalized System of Piefoences (GSP), Mattel, Inc. wislKS to express its strong su|^rt 
for legislation to renew the |»ogram beyond its July 3 1 expiration date. Mattel is the world's 
largest toy company, with sales in over 140 countries. Headquartered in El Seguodo, 
California, our company has manufacturing, distribution or sales operarions in four states and 
34 foreign countries, including die GSP beneficiary countries of Malaysia and Indonesia. 

Mattel strongly endorses a renewal of the GSP program. Even though U.S. most-favored-nation 
rates of duty on all traditional toy categories were eliminated on January 1 as a result of the 
Uruguay Round agreement, meaning that these products are now removed fiom GSP eligibility, 
Mattel continues to have a m^or stake in the program's continuation for the reasons outlined 
below. 

First, renewal of the U.S. GSP program is important to Mattel because imports of several 
products in Mattel's tine are classified outside the scope of the Uruguay Round tariff 
eliminations and remain eligible for GSP treatment Examples of such products include our 
Fisher-Price nursery monitors (HTS 8527.90.80) and school and art supply sets (HTS 
9610.00.00). 

Second, the GSP schemes maintained by the European Union, Japan and ail other industrialized 
countries continue to play an important role in Mattel's access to those markets. For example, 
even though it participated in the Uruguay Round's zeio-for-zero tariff deal on toys, the 
European Union is taking ten years to phase out its tariffs on most toys and has completely 
exempted several important toy categories from duty eliminations. 

There is little doubt that these other GSP donor countries would come under strong pressure to 
terminate their GSP programs if Coi^ress &ils to extend the U.S. program, particularly given 
the multilateral ly-agreed principle that industrialized countries should share among each other 
the burden of extending GSP tariff preferences. This would pose a competitive disadvantage to 
Mattel and other major U.S. toy companies which, in keeping with their global leadership 
position in this sector, have bettn- optimized their manufacturing structures to reflect cost of 
production advantages and, as a result, tend to source more heavily from GSP beneficiary 
countries. 

Finally, we would like to take advantage of this oi^rtunlty to Mng to the Trade 
Subcommittee's attention a customs-related matter that has impoired the ability of Mattel and 
other U.S. toy companies to take full advantage of the GSP program for certain products. In 
1991, the U.S. Customs Service issued an inteipr^ve rule (T.D.91-7) stating that articles 
entered as a set can only qualify for GSP treatment if each of the items or components in the set 
are of beneficiary country origiiL given the {xevalent use of sets in the toy sector, this ruling 
has posed a significant problon arxl has led to situations where toy sets having only dc minimis 
non-beneficiary country input are denied GSP eligibility. 

In conclusion, Mattel urges the Trade Subcommittee to su{^rt a long-term extension of the 
U.S. GSP program. We also urge the Subcommittee to take approfnate steps to «sure that, 
under the renewed program, GSP-eligible imports of toys in sets containing de minimig non- 
beneficiary content are accorded GSP treatm«it. 

Sincerely, 


Fmnio Cnza 

Vice President, International Trade 
artd Government Afbirs 
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MBI, Inc 


47 Richards Avenue. Norwalk. Gojw. 1)6857 [2p5) S53-2(X)() 


Danbun.' Mint 
Eoslon Prt?ss 

Postnl ConinitTnorativo S'.-cicty 


March 21, 1995 


The Honorable Phil Crane 

Chairman, House ConsniCtee on Ways and Means 
Subcoiimittee on Trade 
1104 Longworth House Office Building 
Washington, D.C. 20515 


Dear Congressman Crane : 

I am writing to urge you to renew for at least five more years the Generalized 
System of Preferences (GSP) program before it expires on July 31, 1995. 

The QSP program provides duty free treatment for certain goods from developing 
countries. It is baaed on the premise that trade, not aid, is the most 
effective means for pronvotlng the economic growth of these countries. 

Favorable duty treatment under the GSP program has allowed our company to 
provide products to our customers at a reasonable cost. The result is that 
our business has grown significantly over the last few years and we have been 
able to create many new jobs. Renewal of this new legislation will help us 
sustain this growth. 

In your capacity as Chairman of the House Committee on Ways and MecUis, 
Subcommittee on Trade, I strongly urge you to find a way to renew this 
important program before it expiree on July 31. 



Vice-President 



244 



National Rctail Federation 


nACtMCliJN 

Pre^deBt 


March 10, 1995 


The Honorable Bill Ajrcher 
Chairman 

Ways and Means Committee 
U.S. House of Representatives 
1104 Longworth Building 
Washington, D.C. 20515 

Dear Mr. Chairman: 

I am writing on behalf of the nation's retailers to express the strong 
support of our industry for the continuation of the Generalized System of 
Preferences (GSP) program. As you know, the GSP program's authority 
expires on July 31, 1995. 

America's retailers sell many products that receive duty-free 
treatment under Ihe GSP program. These items include electronics, 
computers, sports equipment, furniture, household goods and other 
important price-sensitive products. This program has allowed American 
consumers to ep|oy high quality, imported goods at relatively low prices. It 
remains important for many pr^ucts, despite the tarifT inductions of the 
Uruguay Round and the incoiporation of Mexico into the NAFTA. 

Unfortunately, if the GSP program is not extended, these benefits will 
be lost. Prices for products would increase as our members are forced to 
pay duties on a host of products. American manufacturers that now use 
inputs imported duty-fi:ee under GSP would be equally disadvantaged. 

In addition to ofifering significant benefits to U.S. consumers and 
workers, the GSP program also affords the U.S. an opportunity to support 
important foreign and trade poEcy goals. These include incentives for 
developing countries to protect inteUectual pmperty rights and workers' 
rights, and the eventual opening of new markets for U.S. goods and 
services. 

The Federation also beHeves that the GSP program provides the most 
effective means for promoting the economic growth and development of 
developing countries. It hfla become increasingly difficult for the United 
States to provide the kinds of financial assistance that has promoted these 
goals in the past, and therefore a program like GSP is more important than 


The WmTdf$ Lsegeet Reuil WwOt Maocmioa 


Ut«ity Place. 325 7Ui Street NW. Suite tOOO 
WHiiliigtoa. DC 200D4 
202 783.7971 Pa* 202 737 2849 
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ever to fostering economic ~ and consequently, political -- stability in 
important areas of the world. 

While the Clinton administration has expressed support for a 
renewal of the GSP program, some Administration officials have expressed 
the view that the GSP program should be limited in scope to focus on least- 
developed countries, thus eliminating or reducing the participation of 
currently-eligible nations that may be stronger exporters. The Federation 
opposes any such limitations. Under the current program, the U.S. 
annually places "competitive need" limits on GSP shipments; once GSP 
beneficiaries become truly competitive in a product or product line, they no 
longer receive GSP benefits. likewise, the U.S. has "graduated" entire 
countries from the GSP program - most notably, Hong Kong, Singapore, 
South Korea and Taiwan » when it is clear that low per capita income 
levels belie true competitiveness. Clearly, the current process provides 
sufficient review to ensure that only qualified coimtries participate. 

Perhaps most crucial at this point is the need to renew GSP for at 
least five years before the program expires on July 31. The stop-and-start 
nature of the past two extensions has been highly disruptive to American 
companies using the program. Our members cannot plan with any 
confidence that GSP benefits will be available to them. Most of our 
members place their orders up to 18 months ahead of importation, and the 
on-again, offiagain nature of the extension process so far has been costly. 
We ffierefore strongly urge the Committee to ensure that GSP is renewed 
before July 31. 

By way of background, the Federation represents the entire spectrum 
of retailing, including the nation's leading department, chain, discount, 
specialty and independent stores, several dozen national retail associations 
and all 50 state retail associations. Our membership represents an 
industry that encompasses over 1.5 million retail establishments, employs 
over 20 million people -or 1 in 5 working Americans- and registered sales 
in excess of $2 trillion last year. 

Thank you for your attention to this important matter. If you should 
need any further information, please contact me or Robert Hall, NRF's Vice 
President, Government Affairs Counsel at (202) 783-7971. 


Sincerely, 




246 


COMMITTEE ON WAYS AND MEANS 
SUBCOMMITTEE ON TRADE 
UNITED STATES HOUSE OF REPRESENTATIVES 

STATEMENT OF THE 

OFHCl OF THE CHEMICAL INDUSTRY TRADE ADVISOR fOClTA) 

ON 

RENEWAL OF THE GENERALIZED SYSTEM OF PREFERENCES PROGRAM 
March 13,1995 


h INTRODUCTION 

The Office of the Chemical Industry Trade Advisor (OCITA) is pleased to submit 
this statement on the Generalized System of Preferences (G5P) program. OCITA 
believes that several changes must be made to assure that the GSP program operates 
efficiently, with a minimal impact on U.S. exporters. In particular, GSP beneficiaries 
should show that they have provided "equitable and reasonable" access to their 
markets for U.S. exports, by adopting sudi multilateral agreements as the Chemical 
Tariff Harmonization Agreement, before receiving GSP benefits. 

OCITA is a coalition of seven national chemical trade associations: The Chemical 
Manufacturers Association (CMA), the Synthetic Organic Chemical Manufacturers 
Association (SOCMA), the Society of the Plastics Industry (SPI), the Fertilizer Institute 
(TFl), the National Paint and Coatings Association (NPCA), the Chemical Specialty 
Manufacturers Association (CSMA), and the Ameriam Crop Protection Association 
(ACPA). 

OCITA's role is to provide a unique chemical industry perspective on trade policy 
issues affecting the chemical industry. The industry is the largest exporting sector in 
the United Stales. Chemical industry exports total^ $51 billion in 1994, returning an 
$18 billion trade surplus that year. U.S. chemical exports in 1994 outdistanced 
agricultural exports by $5.6 billion, and bettered aircraft exports by $23 billion. OCITA 
provides some 2,600 companies nationwide with a voice on trade policy issues, like the 
GSP program, that may affect their competitiveness in the global market. 

In OCITA's view, Congress should consider several changes in the GSP program. 
The changes, detailed in this statement, should help assure that the program does not 
create a negative economic or competitive impact for U.S. industries. 

The GSP program has been implemented to prevent economic harm to U.S. 
industrial interests, while affording some preferences to developing countries. Since the 
last time the GSP program was reauthorized in 1984, however, a number of problems 
have caused economic harm to US. interests. Most of these problems arise from the 
lack of specific criteria or sufficient guidelines for the program. For example, 
participation in the Chemical Tariff Harmonization Agreement (CTHA) negotiated in 
the Uruguay Round is not a condition for GSP eligibility. Enhanced enfoicement of 
existing GSP law, administrative improvements in the operation of the program, and 
more explicit conditior« for extending and eliminating GSP benefits will improve the 
program. 


II. STATUTORY CONDITIONS QN GSP ELIGIBILITY 

A. raiticip.Atiifln in the UragHay.KQttnd Agreemgnte 

In order to assure that eligible GSP beneficiaries provide the "equitable and 
reasonable" market access to U5. exports required under existing law, the Office of the 
United States Trade Representative (LSTR) should give significant weight to 
participation in the Uruguay Round Agreements. The failure of some GSP beneficiaries 
to offer reciprocal tariff benefits consistent with the CTHA adopted in the Round is of 
particular concern to the chemical industry. 
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U5. chemical exporteis have already expressed their frustration and 
disappointment over the inadequate tariff concessions made by major chemical 
producing countries which also benefit from the GSP program. Countries such as 
Argentina, Brazil, India, Indonesia, Malaysia, Thailand and Venezuela have not Joined 
the CTHA. In OCiTA's view, the failure to grant reciprocal tariff benefits violates 
Section 502(c)(4) of the GSP statute, as there can be no doubt that chemical exporters are 
not receiving "equitable and reasonable" rruirket access. 

OCITA urges the Subcommittee to consider the following amendment to the GSP 
statutes to address non-reciprocal chemical tariff concessions: 

Section 504(a) of the Trade Act of 1974 (19 U5.C. § 2464(A)) is amended by adding 
at the end thereof the following new paragraph: 

(3) The President shall not apply duty-free treatment under section 501 with 
respect to any chemical article classified under chapters 28 through 39 of the 
Harmonized Tariff Schedule of the United States originating (as determined under 
section 503(b)) in a country which has not reduced and bound its tariff rates in a 
manner comparable to those agreed to by Canada, the European Union, Japan and 
the United States in the Uruguay Round of Multilateral Trade Negotiations. 

In addition, the GSP statute should also be amended to include a country's 
adherence to the other Urugtiay Round Agreements, particularly a country's adherence 
to the Agreement on Trade-Related Intellectual Property (TRIPs), as a criteria for GSP 
eligibility. These conditions can be added very simply to the existing conditions in the 
GSP statute. 

B. Automatic T ennination of GSP Eligibility 

The GSP legislation should provide for automatic termination of GSP etigibility 
for any country entering into a free trade agreement with the United States. A free 
trade relationship is generally inconsistent with the preferences provided under the 
GSP program. 

C. Hi gh Import Penetration Requirement 


In listing the factors which the President must take into account in awarding GSP 
status, §2461 lists: 

‘■(3) the anticipated impact of such action on United Stales 

producers or like or directly competitive products.” 

However, the TFSC and the international Trade Commission (ITC) hold such a 
rigid definition of what they consider injurious import penetration that due regard is 
not given to the anticipated impact of GSP status on key U.S. chemical industry 
segments. 

Both theTPSC and the ITC refuse to recognize that with fungible commodity 
chemicals, even a 1 % import penetration can bring down the entire price structure for a 
chemical throughout the entire U.S. market. Certainly, import penetration thresholds 
are important, but assuming low penetration is not injurious is not consistent with 
either the statute or reality. 

Means must be found to assure that a more flexible definition of injurious import 
penetration will be used when considering requests to terminate duty-free <3SP status 
on products of U.S. industry members. 

D. Injuiy and Threat of Injury 

There is no clear TPSC definition of injury or threat of injury. In fact, internally. 
there appears to be a view that the test is "significant injury or threat thereof’. There 
should, therefore, be a set of clearly defined standards and criteria applied by both the 
ITC and theTPSC. 
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Where US. industry petitions to remove a product, or opposes adding a product, 
on grounds of injury or threatened Injury, the ITC Commissioners should be required 
to prepare a brief opinion justifying their support or opposition to the petition. 
Currently, it is the ITC staff that prepares the assessments; review by the full 
Commission is entirely pro forma . 

E "Basket" Decisions/Cl assification Considerations 

While not the same problem that it was prior to adoption of the Harmonized 
Tariff System, there is evidence that the USTR and the TP^ still sometimes grant GSP 
status to multiple products, rather than just the specific product requested by a 
petitioning country. This problem is caused when many separate products are included 
under the same tariff category or "basket." This may result in products being considered 
eligible for GSP treatment, often without the knowledge of U.5. manufacturers. As a 
result, the domestic market for import sensitive products may be harmed. At a 
minimum, U5. companies will incur unnecessary expenses in petitioning for the 
withdrawal of eligibility for those products. 

Reauthorization of the GSP program should stipulate that benefits will be limited 
to the individual product for which a petition is filed. 

Another concern is the inadvertent inclusion or exclusion of a specific product 
because of misclassification, reclassification (T5US to HT5) or US. Customs Ruling. An 
expedited process outside the Annual Review process is needed for inadvertent 
exclusion problems. 

F. Timeliness of Response to Concerns of U.S. Industry 

There is need for more timely responses to the interests of domestic producers. 
Petitions are currently accepted once a year for extension or withdrawal of benehts. 
Petitions are accepted for review in June and actions on these petitions are taken as late 
as the following April. Because the competitive positions of entire industrial sectors can 
be affected in very short periods of time, it is critical that petitions receive timely 
responses. 

The existing expedited petition procedures are seldom, if ever, granted. The GSP 
program must have a useful emergency petition process to suspend or eliminate GSP 
benefits. The GSP rules should allow the petition of a domestic industry to be given 
immediate consideration by the USTR upon a showing of special need. 

C. ITC Consideration of Most Recent Data Available 

In a number of instances, the data developed by the ITC during its analysis of 
possible impact has been irrelevant, while other information which was pertinent to the 
case was disregarded. In other drcumstances, the ITC has failed to consider the most 
recent data available. In part, the data problem is related to the timeliness of responses 
to petitions. However, with so much weight given to the ITC report and 
recommendation, an adequate and meaningful analysis, including all available data and 
recent changes, should be provided. 

The reauthorization law and/or annual instructions to the ITC from USTR should 
include specific requirements for the ITCs use of data, and provide for opportunities 
for U.S. industry to challenge and suggest more appropriate data. USTR/TPSC should 
be open to requesting that the ITC review specific points even after their report has 
been submitted. 

H. CompeHtive^Need Limitations 

Provisions are needed to allow special consideration for specific product(s) 
imports that dp not exceed limitations, but comprise sufficient import penetration to 
injure U.S. industry. 
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1. Indications of Ngcgaaary Crittria to Withdraw EUyihility 

There is still considerable confusion within the U.5. Government and the business 
community on whether individual products can be selectively removed for other than 
competitive need reasons. Many GSP practitioners believe that a request to remove a 
product entirely from the duty-free GSP program is more difHcult than removal of the 
product from one or perhaps two GSP countries where the benefit is no longer 
necessary. The ability to selectively petition for withdrawal of GSP eligibility is 
necessary in order to prevent negative economic effects to U5. industries. 

Further, sometimes petitioners will (for the above reason) petition to have one or 
perhaps two major suppliers removed only to find that when the petition is accepted, 
the Tree converted the petition to a total product removal. 

Other helpful indicatiorrs of necessary criteria for withdrawing product eligibility 
that U5TK and the TP5C could provide US. industry include; 

(1) Import- Penetration-History, Current, Future (likely range) 

(2) Important injury factors (percent range, trends) 

(3) Threat factors (must imports have started, history, forecast, 
precedents, more emphasis on intent of law) 

III. THE GSP PROGRAM CAN BE MADE MORE EFraCTTyE BY BETTER 

APPLYING EXISTING LAW 

A. Foreign Market Access and Export Practices of Beneficiaries 

A significant purpose of the 1984 GSP Renewal Act was to encourage developing 
countries to eliminate or reduce significant barriers to trade. To fulfil) this purpose, the 
Act listed the factors to be applied in designating GSP eligible countries. Among the 
most important of the eligibility criteria are the extent to which reasonable market 
access is provided, and unreasonable export practices are prevented. 

It is the all'too common experience of OCITA companies that these factors are not 
adequately considered in the GSP Annual Review process. GSP status has been granted 
to countries such as Brazil and India, even in the light of evidence that they apply high 
tariffs, and other non-tariff barriers. These barriers severely restrain imports of 
chemicals for which they have requested GSP status from the United States. 
Furthermore, many GSP eligible countries have an elaborate collection of export 
subsidies and facilitating export practices. These market access and export practices 
need to be given significant weight in IheTPSC deliberations, if the eligibility criteria is 
to be given any meaning at all. Simply, it is not clear that the U.S. government is 
complying with the statutory requirement that eligibility determinations must take into 
account the domestic impact of granting GSP treatment, and the degree to which 
market access is provided. 

The public does not have access to the TPSC’s internal decision making 
documents, but there are no indications that the law is being complied with. For 
example, seldom, if ever, do TPSC (or GSP Subcommittee) members even make 
inquiries at the public hearings or through other communications with US. industry 
relevant to "country practices". 

Tree enforcement of the law is particularly important where the petitioner has 
evidence that the same article produced in the United Slates is subject to such 
constraints as market access barriers, patent infringement, and domestic subsidiaries to 
competitive local producers in the GSP beneficiary country being considered for 
removal. 

Additioiul changes are needed such that: 

(1) C3SP policy gives "great weight" to whether the 
product under review faces one or more of the 
conditions set forth in Section 2463 (c); 
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(2) the TPSC should be required to provide U5. industry 
seeking a removal of a product the reasons for adding 
or keeping the product on the list, including its 
assessment of factors identified above; and 

(3) a legal opinion from USTR's General Coui^sel's office 
should be prepared and forwarded to all TPSC and GSP 
Subcommittee members explaining the law in this area. 

B. Competitiveness Considerations 

OCITA companies have found that the TPSC and the ITC do not give much, if 
any, consideration to the worldwide competitiveness of a particular GSP country's 
subject industry. As a result, foreign producers with world-scale plants, state-o^the art 
technology, worldwide exports, and substantial productive capability have been given 
duty-free access to US markets. Graduation of industries (productsCs)) within GSP 
eligible countries must be given more attention. The law requires that the President 
"shall have due regard" to the extent of the GSP country's competitiveness in any 
particular article, and measures should be taken to demonstrate compliance with the 
law. 


It makes no sense to grant a preferential benefit to an industry that has already 
shown itself fully capable of competing in world markets, and consideration 
commensurate with the law on this factor must be included in future deliberations. 

C. Coordinating Trade Policy Actions 

There is clear evidence that decisions in the GSP program are not being 
coordinated with other trade policy activities of the US. government. For example, of 
the twelve chemical product petitions filed in the 1991 annual review, eight were on the 
USTR's list of import sensitive products in the Uruguay Round tariff negotiations. In 
another example, the ITC has ruled favorably in an anti-dumping case, only to have the 
GSP process soon thereafter grant GSP status to the same product. 

TTie reauthorization law should contain provisions to automatically exclude from 
GSP eligibility products considered import sensitive, as welt as other provisions to 
harmonize the CSP program with other trade decisions of the U.S. govenunent. 

In particular, rules concerning submission and marking of business confidential 
information should be harmonized among the relevant government agencies to 
simplify, expedite and ensure equal treatment be afforded by all of the agencies. 

D. Dwtiea Qf TTSC Mcmbus 

GSP guidelines and instructions should be annually reviewed with aU relevant 
government personnel to ensure consistency and fairness in analysis and 
recommendations. This is important because staff members change from year-to-year. 

The TPSC members who are expected to rule impartially on CSP petitions are in 
some cases the same government representatives who visit foreign countries to promote 
the program. The reauthorization should delegate the responsibility for promoting the 
GSP program to others outside the TPSC. 

The private sector should be advised at the beginning of the review process as to 
which particular inter-agency representative has been assigned to each petition. 
Similarly, the names of the TPSC members or desigrates should be Tnade available to 
the private sector at the beginning of the annual process. 

E. Sufficiency of fetitiona 

Accurate and complete information must be provided by petitioners to assure the 
timely consideration of CSP petitions. An important element of every petition should 
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be a full discussion of how the requested action would provide benefits to the 
developing countries without an adverse impact on affected U.S. industries. 


IV. CONCLUSION AND POSITION 

OCITA suggests that several statutory and administrative changes in the CSP 
program are necessary to assure that effective assistance to developing countries is 
provided with minimal negative impacts on U.S. industry. OCITA looks forward to 
working with the Trade Subcommittee as discussions on the future of the GSF program 
continue. 
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PHILIPS 


Philips Electronics 


March 13, 1995 


Coownntnt A< 


The Honorable Philip M. Crane 
Chairman, Subcommittee on Trade 
Committee on Ways and Means 
House of Representatives 
Washington, DC 20515 

Dear Mr, Chairman: 

In response to the Trade Subcommittee's request for written comments on an 
extension of the U.S. Generalized System of Preferences (GSP), Philips Electronics 
North America Corporation wishes to express its strong support for legislation to 
renew the program beyond its July 31 expiration date. Philips Elecvonics North 
America is a major U.S. manufacturer of a wide range of consumer electronics, 
electrical and electronic components, and professional equipment. In 1994, we had 
S63 billion in sales and employed 25,000 U.S. workers. 

Philips imports several articles under the U.S. GSP program, most of which 
serve as components for products manufactured by Philips in the United States. As 
a result, the GSP plays a crucial rote in suppxnting the competitiveness of our U.S.- 
made products. 

Television tuners, a product added to the GSP list in response to a petition 
ISled by Philips in the annui^ GSP review process administered ^ the Office of the 
U.S. Trade Representative, are a prime example of this relationship. Because of the 
GSP program, Philips is able to import the tuners from its Indonesian affiliate free 
of duty, rather than paying the otherwise applicable 4.6 percent most-favored-nation 
duty. 


The GSP duty savings on television tuners, which are not produced in the 
United States, contribute importantly to the competitiveness of the color televisions 
manufactured by Philips in Grceneville, Tennessee. Together with related operations 
in five states, these facilities and their over 8,000 U.S. workers represent the most 
extensive color television manufacturing operations in the United States. 

In evaluating the importance to U.S. economic interests of maintaining GSP 
treatment for television tuners, it should also be noted that the color televisions 
manufactured by Philips in Tennessee comprise over 75 percent domestic content. 
This high level of U.S. content has been attained not only by conducting final 
assembly operations in the United Stales, but also by manufacturing domestically all 
of the televisions' major components, including the printed circuit board, chassis, 
picture tube and cabinet. 

The other products imported by Philips under the GSP program range from 
VCRs, which are not manufactured in the United States, to glass and other 
components utilized in Philips' major U.S. dearie light manufacturing facilities. 
Most of Philips' GSP imporu are from Malaysia, Indonesia, Brazil and Hungary, and 
we strongly support a continuation of these countries' bcneficiaiy status under a 
renewed GSP program. 

In conclusion, Philips Electronics North America strongly supports legislation 
to renew the GSP program's statutory authority. We hope that you and other 
members of the Trade Subcommittee will not hesitate to contaa us if you would like 
further information on the importance of the GSP program to our company. 


icerel 
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Shrieve Chemical Products, Inc. 

1717 WaoditaMi CoMft 
TIm Woedbn^ Tmm 77JM 


(713) 1*7^126 tAX 713 291-M14 

March 7, 199S 

The Honorable Philip M. Crane 
Chairman, Subcomniittee on Trade 
U.S. Ifouse of Representatives 
1 102 Loiigworth House OfiScc Building 
Washingtoit, DC 205 IS 

Dear Chairman Crane: 


Pursuant to the Trade Subcommittee's request for written comments on an extension of the U.S. 
Generalized System of Presences (GSP), Shrieve Chemical Products wishes to express hs stroiig 
support for l^islation to octend the program on a long-tenn basis. As outlined below, Shrieve is a 
good example of bow the GSP program serves to strengthen U.S. manu&cturing operations. 

Headquartered in Houston, Texas, Shrieve is a processor of specialty oils sold primarily to 
manufacturers of refrigeration compressors. Shrieve imports the primary materi^, branched 
alkylbenzenes, from Indonesia and other developing countries free of duty under the GSP program. 
The availability of GSP treatment is critical to Shrieve given the high (roughly IS percent) most- 
&vored-nation rate of duty applicable to this product. 

These important cost savings realized by Shrieve through the GSP program are essential to the 
competittveness of our fiiud product, which has over half its value added through processing and 
other operations performed in the United States. In short, the GSP directly supports the jobs of all 
Shrieve workers, located in Texas, California, Utah and Florida, and employees at other U.S. 
processors supportuig Shrieve's operations in Texas and elsewhere around the country. 


At the same time, it is important to note that this GSP benefit to U.S. manu&ctuiing interests has no 
negative side-eSects. Thm is no U.S. production whatsoever of branched alkylbenzenes. 

In conclusion, Shrieve strong supports a long-term extension of the GSP program. Please let us 
know if the Trade Subcommittee would like aiiy further background regarding our company's 
utilization of this important program. 


Sincerely, 




Steve Pohlman 
President 
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STATEMENT OF RONALD L. PARRISH 
VICE PRESIDENT OF CORPORATE DEVELOPMENT 
TANDY CORP. 


OoeninQ Slatenr>ent: 

Thank you Mr. Chairman for allowing Tandy Corporation to testify on the 
appropriateness of reauthorizing the Generalized Systems of Preferences 
program. 

Background Information on Tandy Corporation: 

Tandy Corporation is one of America's largest retailers of consumer 
electronics products and personal computers. Tandy is, and has always been 
American owned and operated. Our U.S. retail sales during 1994 approached 
$5 billion and our U.S. retail employment exceeds 40,000 persons. 

Tandy is best known as the parent company of Radio Shack, with over 6,600 
company owned and dealer operated stores throughout the United States. 
Each Radio Shack store stocks around 3.000 Stock Keeping Units, including 
many products not found in any other retail chain. 

Tandy is also the parent of two of the fastest growing chains in American 
retailing history. Computer City Supercenters sell major brands of personal 
computers, software, peripherals and accessories in 69 stores in the U.S., 
Canada and Scandinavia. Computer City had retail sales exceeding billion 
in 1994, in its third year of existence. A newer chain, Incredible Universe, 
operates 9 consumer electronics and computer superstores averaging 
185.000 square feet of selling space each. In addition to electronics and 
computers. Incredible Universe carries a very large selection of home 
appliances and music software. 

Reauthorization of Generalized System of Preferences 
Tandy has participated in GSP since its inception in 1976 and imports more 
than 1 50 consumer electronics products for Radio Shack, ranging from tape 
recorders, transceivers and toys from such developing countries as the 
Philippines, Malaysia, Thailand and Indonesia. On an annua! basis, Tandy 
imports tn excess of $150 mtllfon worth of products which qualify for GSP. 
Our retail prices on these items are kept competitive due to the exclusion of 
duties resulting from the program. 

As the committee is well aware, the GSP program has been extended by 
Congress each year since 1977, with authorization for extension coming later 
and later in recent years. With lead times between cur buy'ir’s de-tern linttion 
to buy a product and its actual shipment extending up to 12 months^ Tandy 
often finds rtsetf making purchasing decisions without knov'ing if the prcgran 
will be renewed Specifically, if GSP e/.pires on July 31, 1995, the F.x--osL.e 
to Tandy will be an estimated $6 million. This cost will have to oe passed on to 
consumers in the form of higher retail prices. 

In addition, GSP has allowed Tandy to stock marginally pric produces, 
where the duly itself determines if we can ah'ord to stock the iiem. Some low 
priced electronic products may appear attractive to customers e. S 19.95, bi/1 
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they wont buy them at $24.95; the increase reflecting the amount required to 
cover increased duties. 

Vendors in these developing economies are able to compete with the giant 
electronics firms in developed countries only because their goods qualify for 
GSP. If the program Is discontinued, many of these smaller vendors will 
simply go out of business as importers such as Tandy no longer firx] it feasible 
to purchase their goods. Also likely to end are investments made by 
manufacturers allocated for research, development and production which are 
essential for these developing nations to achieve market ecorxxnies. The 
program's built-in graduation scale assures that only ecor)omies most in need 
are granted benefits. As Korea, Taiwan, Hong Kong and Singapore have 
graduated out of the program, countries like Malaysia, Thailand, and the 
Philippines have increased exporting activity. GSP develops market 
economies and distributes technology such that one or two powerful countries 
do not possess urKlue control over production. 

Finally, GSP affords the U.S. government with leverage in assuring that 
developing countries live up to international trade agreements. Enforcing 
Intellectual property laws and assuring that countries maintain open markets is 
important to US economic interests. 

Notwithstanding the historical importance to Tandy, it is the uncertainty of its 
renewal which causes us more problems than the preference itself. If Tandy 
knew fcr sure that the GSP program was going to be discontinued at some 
point in the future, we would make our plans accordingly. Preparations are 
currently underway to publish the 1996 Radio Shack catalog, which will 
feature the 1 50 products and their prices. 

Should Congress determine that GSP must be ended, It is very important to 
our customers and stores that the authorization be continued at least through 
1996, to allow time for us to make alternative merchandising decisions. 

Tandy appreciates the opportunity to place its remarks favoring the extension 
of GSP in the Committee record. We will be pleased to assist the Committee 
In Its further determination of this important subject. 
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United Stites House of Representstives 

Committee on Ways and Means 
Subcommittee on Trade 


Hearings on the Proposais to Renew the 
Generalized System of Preferences 


Statement in Support of a Long Term Extension 
of the Geiwaliz^ System of Preferences 
Submitted on Behalf of Teksid, Inc. 

March 13, 1995 


Mr. Chairman; 

Mr. Chairman and Members of the of the Subcommittee on Trade of the House 
Committee on Ways and Means. My name is Leslie Alan Glick, ar>d I am a partner in the law 
firm of Porter, Wright, Morris & Arthur in Washington, D.C. I am submitting this statement 
today on behalf of my client Teksid, Inc., a corporation located in Farmington Hills, Michigan. 
Teksid has 1 9 full time employees located in Michigan. Wo respectfully request that this 
statement be included in the printed record of the hearing held on February 27, 1995. Teksid 
is engaged in the importation of certain aluminum cylinder heads from Brazil that are essential 
to its operations. Teksid strongly supports the long term continuation of the Generalized 
System of Preferences ("GSP”) program past its current expiration date of July 31, 1995. 

Teksid also manufactures aluminum cylinder heads in its plant in Tennessee and 
employs over 400 w^kers there. Thus Teksid. although an importer from &azii, is also a 
U.S. producer and employer. In the case of aluminum cylirrder heads the U.S. production 
cannot meet the demand as the auto Industry is switching to more ar>d more aluminum. 
Therefore, imports are essential to meet the needs of the U.S. automotive manufacturers 
themselves for these parts and the GSP program could help keep their costs down. 

Teksid believes that the GSP program is beneficial to the U.S. as well as the 
developing countries that berrefit frcNm it. Brazil, particularly with its significant social and 
economic problems, needs to be continued on the GSP program. It would be a grave mistake 
to eliminate Brazil and some of the larger GSP beneficiary countries in the misguided effort to 
give more benefits to smaller countries. Most smaller countries are already receiving duty free 
benefits in the U.S. through various regional preference programs such as the Caribbean Basin 
initiative, that covers most of the Caribbean and Central American countries, arxi the Andean 
Trade Preference Act that cove’s the Andean countries. Mexico, a significant competitor of 
Brazil recently received special preferences under the North American Free Trade Agreement 
that go beyond those previously available under the Generalized System of Preferences. 

If Brazil is to maintain its already fragile position in the world economy, it cannot afford 
to lose the benefits of the Generalized System of Preferences. Brazil has very high 
unemployment and underemployment, inflation in 1993 was 1,592% up from 1,149% in 
1992. The World Bank estimate for 1994 inflation is 1,048%, Brazil has had a decline in real 
growth of Gross Domestic Product in two out the past five years. Former Brazilian President 
Jose Sarney was quoted in the Wall Stteal Journal to the effect that "The national crisis has 
exceeded all limits. It requires heroic decisions." I Wall Street Journal. October 28, 1993 at 
A8). 

The GSP program is a market based incentive to trade and development of beneficiary 
countries. The impact on Brazil of the recent emerging market financial instability which 
began with Mexico's devaluation crisis last December underscores the importance of GSP to 
continued growth and stability in Brazil. Long term renewal of the GSP program would 
contribute to stability and predictability, which are important for business planning, both in the 
beneficiary countries and in the United States. Although, it was of course better than no 
extension at all, the recent one year extensions of the program - along with gaps during which 
the program had expired - caused significant uncertainties and disruptions in the market. For 
example, it Is very expensive for U.S. companies such as Teksid to post cash payments to 



257 


cover import duties when the program temporarily expires. Long term extension will eliminate 
such situations. 

In view of these facts, we strongly urge you both to renew the GSP program long 
term, without significant changes, and particularly to continue the status of Brazil as a GSP 
eligible country. One additional comment we wish to submit concerns the so-called "3 year 
rule.” Current USTR practice does not allow resubmission of a product addition submission if 
it has been accented for review and then denied after a full review (hearings, briefs, etc.). If 
this regulation is codified into law it should be careful to continue the same policy of applying 
the 3 year exclusion policy only to products that have been accepted for review, given full 
consideration on the merits, and then rejected. Products that have petitioned for review but 
not been accepted for consideration (e.g., because the information was incomplete) should 
not be barred from applying the next year. 


W A5lllN(jrON/13U.O I 
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Telephone (202) 467^790 
Fascimile (202)429-2949 


No. 0204(wy 402 



OFFICE OF COMMERCIAL AFFAKS 
ROYAL THAI EMBASSY 
1024 Wisconsin Avenue, NW 
Washington, D C 20007 


March 9, 1995 


The Honorable Philip M. Crane 
Chairman, Subcommittee on Trade 
Committee on Ways and Means 
U.S. House of Representatives 
1 102 Longworth House Office Building 
Washington, D.C. 20515 


Dear Chairman Crane: 

Pursuant to the Trade Subconunittee's request for written comments on an extension of the U.S. 
Generalized System of Preferences (GSP), we are pleased to submit the views of the Government 
of Thailand regarding this important program. 

The U.S GSP program has played an important role in helping Thailand diversify and expand its 
exports to the U.S. market This is an important objective for our country, since export earnings 
constitute Thailand's primary source of investment and financing for needed imports of foods and 
other basic commodities Also, without the GSP's tarifppreferences, many Thai infuit industries 
unable to maintain their price competitiveness could be forced out of the U.S. market altogether. 

While the standard of living in Thailand continues to make modest improvement, most Thai 
people are still poor. Approximately 85 percent of our population resides in rural areas retying on 
the agriculture sector 

For these reasons, the Thai Government strongly urges the Trade Subcommittee to approve 
legislation authorizing an extension of the GSP program beyond its current expiration date of 
July 3 1 Of particular importance to our Government is that this reauthorization be on a long 
term basis, preferably for the 10-year period employed originally by the United States and other 
GSP donor countries. 

Shon-term extensions of the type enacted by Congress over the past two years undermine the 
GSP's effectiveness in furthering its developmental objectives. Importers, unsure of whether 
GSP-eligible products from Thailand and other beneficiaries will still be eligible for tariff 
preferences the following year, tend to discount the importance of GSP benefits in there sourcing 
decisions and become more likely to source from more developed non-beneficiary competitors. 
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Through the years, Thailand has been a major beneficiary under the U.S GSP program. With the 
U.S. government's removal of the program's leading beneficiaries in recent years, Thailand has 
moved up to become the second largest beneficiary, with duty-free GSP exports of approximately 
$2.SbUlionin 1994. 

In evaluating this performance, however, it is important to recognke that Thailand's share of the 
U.S imports of GSP-eligjble products remains only 1 .5 percent. In fact, industrialized and other 
countries ineligible for GSP benefits accounted for 89 percent of total US. imports of products 
on the Cj»SP list during the first ten months of last year, well above the 76 percent share they 
recorded during the program's first year of operation nearly twenty years ago. 

Finally, we wish to note that the Office of the U.S. Trade Representative is currently conducting a 
review to consider lifting certain GSP restrictions imposed on Thailand in 1989 The restrictions 
were the result of a determination under the GSP statute at that time that Thailand was not 
providing adequate protection of intellectual property rights Since then, Thailand has taken 
major additional steps to afford strong IPR protection, as reflected by the Trade Representative's 
decision to launch the ongoing review 

We appreciate the opportunity to present these remarks for the Trade Subcommittee's 
consideration, and want to assure you of our best wishes in your important endeavor. 


Yours sincerely. 



hIf .R. Nabthong Thongyai 
Minister (Commercial) 
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